H\I\\Hl\\\lﬂﬂ||H1IN\\IIH\I\\HH\HIMH\

050478

/

ARS

iy
[2-3)-04
@@@@E%%E@
iR 22 1080
AR
CONVE RGYS

coo00 Cokp




To Our Shareholders
Overview

Our company has grown significantly between 1998 and 2004.

Today, Convergys is almost three times the size it was when we
went public. We have grown to more than 66,000 employees in 29 nations, expanded our capabilities
and our client base, and increased our market presence. We concluded the year with overall revenues
that increased by $199 million, or 9%, to $2,488 million. We expanded our capabilities and service
offerings, enhanced relationships with current clients, and diversified our client base through new
business in financial services, government, and other markets. Importantly, we accomplished all of
this in the face of challenges from competitors, a difficult economic climate, and a rapidly changing

marketplace in communications, the largest market for Convergys’ services.

We experienced strong revenue growth of 16% in our Customer Management business, and we are
confident that we can maintain that momentum into 2005. As expected, revenues for our Information
Management Group stabilized in 2004, with encouraging growth in the fourth quarter from third

quarter levels. In 2005, we expect Information Management Group revenue growth to continue.

While our revenue growth is significant, we have not had the same progress in generating returns to

our shareholders. To be clear, our focus is on building shareholder value by profitably growing our



business and delivering superior value and performance to our clients. Much has been done in 2004

to further sha?rpen this focus, including:
* Further ireﬁning our strategy
* Reinforging a culture of accountability and performance
» Restructuring our organization to be more cost effective, and
* More cléarly aligning management incentives to growth in earnings and total shareholder return.

In 2005 and beyond, we will continue to focus on better matching costs to revenues. We began in
2004 by implémenting a restructuring plan in the fourth quarter that will be completed by mid-2005.
As a result, after a fourth quarter, pre-tax restructuring charge of approximately $30.4 million, we
expect to realize annualized savings of more than $50 million when the restructuring is fully
implemented.;' We expect to gain additional benefits from continuous improvement -efforts,
productivity i;ncreases, research and development efficiencies, and stepped-up efforts to streamline

operations to reduce costs across all our businesses.
Global Markets and Positioning

As we look to the future, Convergys is well positioned to deliver greater value to our clients and to

capitalize on jopportunities in large and growing global markets. Total worldwide spending on Billing,




Customer Service, and Human Resources is expected to increase to $944 billion by 2007. Convergys
will be able to leverage our worldwide presence, operational expertise, and cost-effective solutions to

achieve further growth.

In customer service and human resources, we offer our clients global solutions and superior business
intelligence tools. This year we enhanced our service offerings with new solutions for collections,
e-learning and expanded service capabilities through the acquisitions of Encore, DigitalThink and
Finali. We increased global contact center capacity to meet growing demand. Today, we have

64 integrated contact centers located in five countries, more than any competitor.

Consolidation continued in the communications market. This consolidation brings with it both
challenges and opportunities. Industry competition is increasingly focusing on an array of new
services. These new services drive an increased demand for convergent capabitities and modular
systems that allow providers to upgrade rather than replace their existing systems. Our modular
Infinys™ software, supporting the convergent quadruple play™ of fixed and mobile telephony, video,

and data, continues to gain momentum in the marketplace and win against our competitors.

In the Customer Management Group, we maintained important long-term client relationships and
diversified our client mix. For example, we signed a four-year agreement with a large global industrial
company and entered into a new, large outsourcing agreement with a leading communications
company. All systems for the State of Florida were operational in 2004, and we have already made

significant progress on the Texas Health and Human Services implementation.




In 2004, our!Information Management business re-established relationships with top North American
wireless carriers Sprint, Cingular, and Verizon. We also increased penetration into the wireline market.
Moving forward, we believe we are well positioned in the consolidating wireless market and that

Convergys wﬁll be a strategic partner for the surviving carriers.
Convergys Strategy

Our strategy]‘ is to deliver superior returns to shareholders by creating more value for clients in
attractive markets where we can sustain or achieve competitive advantage. We experienced continued
growth in the business transformation market in 2004. We expanded our Information Management

Group’s professional services practice, growing revenues nearly 30%.

We are comnﬁitted to driving technological innovation and enhancing our capabilities. In 2004, for
example, wejworked with Siemens in a joint development project to integrate the Infinys rating
software in their charge@once product, and added a new module tailored for telecommunication sales
operations tHrough the acquisition of WhisperWire and its PowerSeller® product. Finali, also acquired

[

in 2004, transforms customer care operations through a unique blend of analytics, advisory services,
|

and automation, allowing Convergys to address the specific needs of the $130 billion in-house

contact centér market.

We consisten{tly provide ideas to help our clients bring more value to their customers and employees

than their competitors. Building value-creating partnerships, such as the ones we have with Sprint,




DIRECTV, and the United States Postal Service, contributes to shareholder value.
We do this by consistently outperforming our competition - building strong client relationships by
understanding their needs, delivering on commitments, exceeding expectations, and creating

cost-efficient solutions that translate into client success.
Outthinking. Qutdoing.

Among Convergys’ many strengths, I believe our greatest is that we can, and do, deliver on what we
promise our clients. We deliver customer service more quickly, more cost effectively, and with
consistently greater customer satisfaction, which creates value for our clients. We deliver billing
systems that meet clients’ needs. We bring superior value to companies and organizations that entrust

us with their employee care.

Convergys excels at solving client business challenges (thinking) as well as providing superior
performance and service delivery (doing). And we do both of these better than our competitors. This
message is at the heart of the new branding initiative we will launch in 2005. Convergys:
Outthinking. Outdoing. This simple, yet powerful, phrase communicates our market-driven strategy
of creating exceptional value for our clients by applying specialized knowledge to deliver superior
execution every day. Our goal is to communicate this value-added brand message to our markets and

ensure that we continuously live up to its promise.




Building for Success

We will continue to build on this year's progress in 2005 and beyond. While we are facing a
competitive, marketplace and challenging economic conditions, we are confident of our long-term

growth prospects.

Convergys 1s a strong company with experienced people and a record of reliable service and
technological excellence. We believe we are making the right strategic choices to deliver superior

long-term rétums to shareholders by creating more value for clients.

I thank my fellow shareholders for your continued support. I thank our clients, who continue to trust
Convergys - lour people, products, and services - with their most valuable assets, their customers and
employees. I also thank our Board of Directors for their guidance, perspective, and vision. And of
course, I tha%nk our more than 66,000 dedicated employees, whose commitment to delivering value

and quality service to our clients — by outthinking and outdoing - is at the heart of our success.

7

James F. Orr
Chairman, President and CEO
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Safe Harbor Statement and Part I, Item 1. Business

Private Securities
Litigation Reform Act of 1995
Safe Harbor Cautionary Statement

This report and the documents incorporated by reference
contain “forward-looking” statements, as defined in the
Private Securities Litigation Reform Act of 1995, that are
based on current expectations, estimates and projections.
Statements that are not historical facts, including state-
ments about the beliefs and expectations of Convergys
Corporation, are forward-looking statements. Sometimes
these statements will contain words such as “believes,”

rong

“expects,” “intends,” “could,” “should,

" ou wou

will,” “plans,”
“anticipates” and other similar words. These statements
discuss potential risks and uncertainties; and, therefore,
actual results may differ materially. You are cautioned not
to place undue reliance on these forward-looking state-
ments, which speak only as of the date on which they were
made. The Company expressly states that it has no current
intention of updating any forward-looking statements,
whether as a result of new information, future events

or otherwise.

Important factors that may affect these projections or
expectations include, but are not limited to: the
consequence of potential terrorist activities and the
responses of the United States and other nations to such
activities; the loss of a significant client or significant
business from a client; difficulties in completing a
contract or implementing its provisions, or completing or
integrating an acquisition; changes in the overall
economy; changes in competition in markets in which the
Company operates; changes in the regulatory environment
in which the Company and its clients operate; changes in
the demand for the Company’s services; changes in
technology that impact both the markets served and the
types of services offered; consolidation within the
industries in which the Company’s clients operate; changes
in accounting principles generally accepted in the
United States of America; and difficulties in conducting

business internationally.

Part 1
Item 1. Business

General

Convergys Corporation (the Company or Convergys) is a
global leader in the provision of outsourced customer care,
employee care and integrated billing software services. The
Company has two reporting segments: (i) the Customer
Management Group (CMG), which provides outsourced
customer care and employee care services; and (ii) the
Information Management Group (IMG), which provides
outsourced billing and information services and software.
The Company has developed a base of recurring revenues
by providing value-added billing and customer care and
employee care solutions for its clients, generally under

multiple year contracts.

The Company’s principal executive offices are located at
201 East Fourth Street, Cincinnati, Ohio 45202, and the
telephone number at that address is (513) 723-7000. The
Company files annual, quarterly, special reports and proxy
statements with the SEC. These filings are available to the
public over the Internet on the SEC's Web site at
http://www.sec.gov and at the Company’s Web site at
http://www.convergys.com. You may also read and copy
any document the Company files with the SEC at its public
reference facilities in Washington, D.C. You can also obtain
copies of the documents at prescribed rates by writing to
the Public Reference Section of the SEC at 450 Fifth Street,
N.W., Washington, D.C. 20549. Please call the SEC at
1-800-SEC-0330 for further information on the operation
of the public reference facilities. You can also inspect
reports, proxy statements and other information about
Convergys at the offices of the New York Stock Exchange,
20 Broad Street, New York, New York 10005.

Pursuant to Rule 12b-23 under the Securities Exchange Act
of 1934, as amended, the industry segment and geographic
information included in Item 8, Note 14 of Notes to
Financial Statements, are incorporated by reference in

partial response to this Item 1.
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Item 1. Business (continued)

Overview of Industry and Strategy

Customer Management Group

The emergence of the Internet and other technologies has
created additional channels for customer support and
employee care. Where companies once provided customer
support and employee care through paper or telephone-
based care centers, these emerging technologies and shifts
in consumer preferences now require support to be offered
through multi-channel contact centers. These rapid changes
in technology, as well as growing competition and financial
pressures, make it increasingly difficult for large companies
and governmental agencies to maintain in-house support
functions to handle all of their customer care and employee
care needs cost-effectively. Many companies and govern-
mental agencies are increasingly turning to outsourcing
providers for cost-effective, high quality customer support
and employee care services. In CMG's multi-channel contact
centers, CMG service agents are able to provide customer
support and employee care through a full range of services
ranging from self-care to chat to click-to-live-agent in
addition to telephone-based agent services.

The Company expects that growth of outsourced customer
care and employee care services will be driven by the trend
of (arge companies and governmental agencies turning to
outsourcers to provide cost-effective, high quality customer
support and employee care solutions. Additionally, the
Company believes that as companies attempt to manage
multinational workforces with consistent policies and
procedures and to maintain accurate and comprehensive
information on those workforces, demand for employee care
services will increase. Outsourcing of customer care and
employee care functions allows companies to focus their
internal resources on core competencies. Additionally,
outsourcing can provide companies with the following
advantages: (i} technologically advanced, scalable systems
and software, which enable rapid competitive response;
(11) cost savings resulting from economies of scale achieved
by leveraging investments in technology and customer
service centers; (iii) improved time-to-market for new
products/services, whether for existing companies or new
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entrants; and (iv) expertise to target, acquire and retain
customers more effectively.

The Convergys strategy is to capture the growing demand for
outsourced customer care and support services by focusing
on the delivery of quality service and value to its clients and
expanding its service offerings. CMG has served its top 10
clients, in terms of revenue, an average of 10 years. The
Company believes that these long-term relationships reflect
CMG’s commitment to delivering quality service to its
clients. A key component of this commitment is CMG’s focus
on the continuous improvement of its operations and client
programs. The Company strives to manage effectively the
productivity of contact center agents, agent attrition, as
well as facility costs per workstation. In addition, CMG
conducts internal research to identify employment factors
that drive employee performance to gain insight on
retaining high value employees. This focus on continuous
improvement helps CMG lower its costs as well as provide
quality service and value to its clients.

As evidenced by the recent expansion of its contact
centers in India and the Philippines, the Company is
striving to meet client demand for a highly educated
workforce, lower costs and 24-hour coverage. Additionally,
in response to the client and market demand, CMG entered
the accounts receivable management market and expanded
its business process outsourcing capabilities with the
acquisition of Encore Receivable Management, Inc.
(Encore). It expanded its business transformational
capabilities and professional service offerings for the in-
house and outsourced contact center industry with the
acquisition of Finali Corporation (Finali). Finally, it
expanded its learning outsourcing services to include
innovative content development and delivery services
through its acquisition of DigitalThink, Inc. (DigitalThink).
CMG also has expanded its global payroll and benefits
outsourcing capabilities with the acquisition of two
companies in Singapore: Qut-Smart.com Pte. Ltd. {Out-
Smart.com) and i-Benefits Pte. Ltd. (i-Benefits). CMG now
offers employee care services in all regions of the world
and in 30 different languages.




Information Management Group

The communications industry continues to drastically
change as a result of deregulation and advancements in
technology. Product and service offerings provided by the
communications industry have been broadened through
recent advances in communication technologies, including
Internet telephony, digital subscriber line connections
(DSL), wireless application protocol (WAP), wireless fidelity
(WiFi) and universal mobile telecommunications systems
(UMTS). Deregulation in the United States led to increased
competition between communications providers, who now
offer multiple or convergent services, including local, long
distance, wireless, cable, cable telephony, broadband and
Internet. Qutside of the United States, especially in Europe,
Asia Pacific and Latin America, new communications
providers have emerged as markets have opened to
competition. Established carriers, who once dominated
national markets, now face increased competition from
these new entrants. As communications companies continue
to expand their service offerings, the requirements of billing
information systems are becoming increasingly complex. In
order to remain competitive, many communications
companies turn to third-party vendors, such as Convergys,
for their billing information system needs.

Over the last few years, the communications industry has
experienced one of the most difficult periods in its history.
Communications companies have focused their attention
on cost reduction and margin improvement, with lower
investment in billing information systems. This has had an
adverse impact on IMG's revenues and operating margin.
Atthough the sector appears to show signs of
improvement, the Company believes that the information
system needs of communication companies are changing.
Where once it was believed that communication providers
would replace their entire legacy billing systems with next-
generation end-to-end billing systems, the market demand
appears to have shifted to augmentation, versus
replacement, of these legacy billing systems. In addition,
there is more demand for flexible and compatible software

products versus custom developed software systems.

IMG's strategy is to achieve growth by delivering solutions
of superior value to clients and increasing its addressable
markets. During 2003, the Company introduced Infinys™, its
modutar and convergent business support system software.
Infinys enables communications companies or operators to
accelerate the delivery of new services for a wide range of
offerings including voice, video and data services. In
addition, in 2004, the Company acquired WhisperWire, Inc.
(WhisperWire), a provider of industry-specific sales effec-
tiveness software. The Company believes that the acquired
software, PowerSeller®, closely complements Infinys and
enables the Company to offer communications providers a
complete solution to drive their sales process more
effectively from the original lead-to-cash generation. In
addition, the Company is expanding its consulting and
professional service and managed service offerings.

Although a substantial majority of IMG's revenues are
currently derived from North American wireless and cable
providers, IMG is targeting the North American wireline
market, as well as exploring other markets outside of the
communications sector. Furthermore, the Company realizes
that a key element to IMG's growth is increasing its share
of the international billing market.

Products and Services

CMG

CMG provides outsourced customer care and employee care
services for its clients utilizing its advanced information
systems capabilities, human resource management skills
and industry expertise, including:

Customer Care:

Customer Service

CMG handles customer contacts that range from initial
product information requests to customer retention
initiatives. This involves a variety of activities including
gathering and analyzing customer information;
describing product features, capabilities and options;
activating customer accounts or renewing service;
processing a product or service sale; and resolving

complaints and billing inquiries.
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Item 1. Business (continued)

Technical Support

CMG answers technical support inquiries for consumers
and business customers. Technical support ranges from
simple product installation or operating assistance for a
variety of software and hardware products to highly
complex issues such as systems networking configu-

ration or software consultation.

Accounts Receivable Management

CMG manages active and primary accounts through first
and third party collection efforts. CMG services clients
by: identifying and reminding early past-due customers
during routine customer service interactions;
minimizing bad debts through active account
delinguency -management; and salvaging revenue from

recent charge-offs.

Sales Account Management

CMG is responsible for managing the entire customer
relationship inctuding obtaining current orders,
increasing purchase levels, introducing new products,
implementing product initiatives and handling all

inquiries related to products, shipments and billing.

Business Process Qutsourcing

CMG assists clients with the transformation of their
customer care processes through the integration of
automation, re-engineering and day-to-day operations.
CMG can help clients optimize every customer
interaction, from revenue generation through reduced
cost per contact while maintaining or exceeding current

quality levels.

Business Intelligence Solutions

CMG’s specially trained agents collect and analyze
detailed customer contact data and help clients
translate this data into valuable business intelligence.
Once clients understand the factors behind customer
contacts, they are better able to fix the reasons for contact,
increase customer satisfaction and loyalty and possibly

decrease contact volume.
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Employee Care:

Benefits Administration

CMG manages and tracks benefits data, predicting
benefits expenses and giving clients the business intel-
ligence needed to improve benefits-related processes,
services and costs. This includes: health and welfare,
retirement services and pension administration, absence
management, flexible spending account administration,

carrier administration and tuition reimbursement.

Human Resource Administration
This consists of compensation administration, perform-
ance management, policy administration and employee

record management.

Payroll

CMG payroll services range from end-to-end payroll
outsourcing to targeted process management for each
point between employee time entry and payroll check
production. This includes: pay data management, payroll
production, time and attendance, payroll tax adminis-
tration, multi-jurisdictional administration and compliance

and integrated global payroll reporting.

Recruiting and Staffing

CMG experts take responsibility for tactical recruitment
functions, such as candidate sourcing, screening,
tracking and interview scheduling. Human resource
teams allow hiring managers to focus on finding the
best matches for their jobs and improving the quality of

every hire.

Learning

CMG provides its clients with training solutions, which
can include Web-based training or instructor-led
classroom training. Convergys customizes all training to
address a company’s unique sales culture and specific
projected sales objectives. To ensure success, the
Company taitors all learning delivery methods to illustrate
an organization’s distinctive products or services,

customer profiles and target markets.




Convergys’ fully integrated customer care and employee
care contact centers provide its clients’ customers and
employees with a single point of contact. Phone and Web-
based agent-assisted service channels provide for live
agent interaction while allowing for the immediacy of
interaction and the ability of agents, with the required
level of expertise, to react to individual customer and
employee needs. CMG delivers these services using a
variety of tools including computer telephony integration,
interactive voice response, advanced speech recognition,
knowledge-based management and the Internet through
agent-assisted and self-service channels. Self-service
channels, including automated telephone-based and Web-
based solutions, allow customers and employees to
transact business or find their own assistance without the
help of a live agent, 24 hours a day and 7 days a week.

CMG typically receives a fee based on staffing hours,
number of contacts or participants handled. For a limited
number of engagements where the client pays a fixed fee,
revenues are recognized using the proportional
performance method, straight-line method or upon final
completion, based on specific facts and circumstances of
the client arrangement. Supplemental revenues can
sometimes be earned depending on service levels or
achievement of certain performance measurement targets.
The Company recognizes these supplemental revenues only
after it has achieved the required measurement target.
Additional fees are charged for service enhancements or

system upgrades requested by clients.

IMG

IMG serves clients principally by providing and managing
complex billing and information software that addresses all
segments of the communications industry, including
wireless, wireline, cable, cable telephony, broadband,
direct broadcast satellite and the Internet. IMG's
component-based, next-generation framework supports
the creation of billing and customer care solutions ranging
from a single module to the combination of modules to a
complete, end-to-end billing system. IMG's global billing
product portfolio gives its clients a flexible migration path

to expand their billing systems without loss of their initial
investment. IMG's family of products includes:

Infinys™

Infinys software is Convergys’ modular and convergent
business support system (BSS) software. Infinys
software enables communications companies or
operators to accelerate the launch and sale of new
services for a wide range of services including voice,
data and content services. Clients have the capability to
integrate Infinys software applications and solutions
with their in-house or third-party software to implement
BSS solutions that support market innovation in their
packaging of wvoice, data, video and content for
residential and business customers. Infinys software
provides business process functions that can replace a
specific part of an operator's BSS with a convergent
software solution or a set of solutions that pre-integrate
business critical applications. Once a single application
or solution is implemented, additional extensions or
applications can be easily configured and work
seamlessly with existing Infinys software functionality
since Infinys software is conﬁgured on a component-
based architecture. Infinys software applications and

solutions include:

Infinys Rating and Billing

This Infinys application delivers a customer-focused
approach that repositions billing at the very heart of a
business’ operations and strategies. Convergent by
design and highly flexible, the Infinys application for
rating and billing reduces time to market and achieves
cost efficiencies through highly configurable applica-
tions rather than time-consuming or costly customiza-
tions. It is being used in a wide variety of industry

sectors including wireline, wireless and cable.

Infinys Customer Order Management

By managing the complex relationships among orders,
customer accounts and products, this Infinys
application enables operators to streamline these
operations and align business processes around the

Convergys Corporation 2004 Annual Report 7
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Item 1. Business (continued)

customer. Operators have better capabilities to enable
the timely and accurate ordering of communications
services, standardize product definition, integrate order
management and provisioning and accelerate the
deployment of convergent services.

Infinys Customer Order Management has enabled
Convergys clients to implement enterprise-wide
customer care, order and service management and/or
product solutions via software components that
integrate customer-facing operations with back-office
operational support systems (0SS).

Infinys Mediation Management

This Infinys application manages the collection, normal-
ization, filtering and distribution of event records
generated by network elements, service applications and
business partners. This flexible application for
mediation management supports multiple market
segments and technologies simultaneously, which
enables operators to have one convergent mediation
platform to support multiple business needs. It also
provides enhanced revenue assurance capabilities that
enable tracking, reporting and auditing of Convergys

clients’ revenue stream in real time.

Infinys Activation Management

This Infinys application helps to simplify and accelerate
the activation process for convergent wireless, wireline,
cable and broadband operators by providing an isolation
layer between the operator’s billing system and the
complex network infrastructure. This buffer separates an
operator’s billing functions from network complexities,

thereby accelerating activation.

Infinys Sales Effectiveness (PowerSeller®)

To provide wireline, wireless and cable and broadband
operators with sales effectiveness tools designed to
significantly improve the sales interactions between an
operator’s sales team and its customers, Convergys
acquired WhisperWire and its PowerSeller software.

PowerSeller can operate as a stand-alone application or
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be integrated with Infinys for a more complete lead-to-
cash solution. As sales teams develop customer
solutions, PowerSeller helps to ensure correct pricing,
accurate promotion application, availability-based

configuration and accurate product and service bundling.

Infinys Partner Relationship Management (PRM)

This Infinys solution is a pre-integrated solution that
combines the partner management, rating and billing
and the optional mediation management capabilities.
The result is a unique solution for supporting automated
settlement of partner-enabled electronic and mobile
commerce and content delivery. This Infinys solution can
also deliver automated settlement support for global

roaming and selected interconnection partnerships.

Atlys®

Atlys is a comprehensive, end-to-end billing and
customer care solution that supports the needs of
wireless network operators competing in a global
wireless voice and data market. Atlys delivers value by
enabling rapid new service development, ensuring
complete revenue capture and by providing proven
scalability to handle rapidly expanding subscriber bases.

1COMS

The Integrated Communications Operations Management
System (ICOMS) solution is designed specifically for the
broadband convergent video, high-speed data and
telephony markets. It incorporates the power and
flexibility of Convergys’ cable television subscriber
management system with the integrated support of
high-speed data and wireline telephony. The net result
is a convergent solution uniquely designed to meet
cable and broadband operators’ subscriber, billing and
operations management requirements. The ICOMS
solution provides broadband operators with control and
flexibility to sharpen their competitive edge, expand
market penetration, increase revenues, decrease costs

and differentiate themselves from their competition.



WIZARD

The WIZARD solution is designed to serve muitimedia
operators including direct broadcast satellite, direct-to-
home, cable and cable telephony providers, by allowing
them to extend their offerings to support the new
convergent era that includes voice, video and data
services. To address this rapidly evolving industry,
WIZARD combines a comprehensive customer service
system component and advanced billing and rating
capabilities.

IMG provides its software products in one of three delivery
modes: outsourced, licensed or build-operate-transfer
(BOT). In the outsourced delivery mode, IMG provides the
billing services by running its software in one of its data
centers. In the licensed delivery mode, the software is
licensed to clients who perform billing internally. Finally,
the BOT delivery mode entails IMG implementing and
initially running its software in the client's data center
with the option of transferring the operation of the center
to the client at a future date.

In addition to the products described above, the Company
also provides outsourced billing services using legacy
applications (e.g., Macrocell, Cellware, Cablemaster®) that
have been customized to meet specific client needs.

In 2004, 52.0% of IMG's revenues were for data processing
services generated from recurring monthly payments from
its clients based upon the number of client subscribers,
events or bills processed by IMG. Most of IMG's wireless
data processing agreements, which are typically for
multiple years, are priced on a per subscriber, per event or
per invoice basis. As the number of subscribers processed
by IMG's system increases, the average per unit price for
the Company's services typically decreases (i.e. volume
discounts). Additionally, some of IMG’s wireless data
processing agreements contain per subscriber rate
reductions triggered by the passage of time, typically a
contract anniversary date. Professional and consulting
revenues consist of fees charged for installation, imple-
mentation, customization, enhancement and managed

services. The Company invoices its clients for these
services based on time and material costs at contractually
agreed upon rates, or in some instances, for a fixed fee.
License and support and maintenance revenues consists of
fees related to IMG’s perpetual and term license arrange-
ments. The Company invoices its clients for licenses either
up-front or monthly based on the number of subscribers,
events or units processed using the software. Fees for
support and maintenance are charged in advance either on
an annual, quarterly or monthly basis. International
revenues consist of a mix of professional and consulting,

license and support and maintenance revenues.

Clients

Both of the Company's segments derive significant
revenues from Cingular. Revenues from Cingular were
20.1%, 21.2% and 19.7% of the Company’s consolidated
revenues for 2004, 2003 and 2002, respectively.

CMG

CMG principally focuses on developing long-term strategic
outsourcing relationships with large companies in employee
and customer intensive industries as well as governmental
agencies. CMG focuses on these types of clients because of
the complexity of services required, the anticipated growth
of their market segments and their increasing need for more
cost-effective customer care and employee care services.
In terms of Convergys' revenues, CMG's largest clients
during 2004 were Cingular, Comcast, DirecTV, Sprint PCS/
IBM and the United States Postal Service.

IMG

IMG generally has multiple year contracts with its clients.
In many cases, IMG is the client’s exclusive provider of
billing services, or the contract requires the client to fulfill
minimum annual commitments. IMG's billing software
platforms process billing information for a large portion of
U.S. wireless subscribers. IMG also provides cable and
direct broadcast satellite billing services both domestically
and internationally. IMG's cable billing systems also
support bundled telephone and entertainment services
provided by cable television system operators in the U.S.
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Item 1. Business (continued)

and Europe. In terms of Convergys’ revenues, IMG’s largest
clients during 2004 were AT&T, ALLTEL, Cingular, Dobson

Communications and Sprint PCS.

Operations

At December 31, 2004, CMG operated 63 contact centers
with 24 hour per day, 7 day a week availability, with close
to 35,000 production workstations and averaging approxi-
mately 70,000 square feet per center. New contacts centers
are established to accommodate anticipated growth in
business or in response to a specific customer need. The
Company believes that its existing capacity in the U.S. and
Canada is sufficient to meet near-term demand. However,
with the growing demand for offshore services, the
Company plans to continue to expand its offshore contact
center capacity, particularly in India and the Philippines.

CMG’s contact centers employ advanced technology that
integrates digital switching, intelligent call routing and
tracking, proprietary workforce management systems, case
management tools, proprietary software systems, computer
telephony integration, interactive voice response,
advanced speech recognition, Web-based tools and
relational database management systems. This technology
enables the Company to improve its call, Web and e-mail
handling and personnel scheduling, thereby increasing its
efficiency and enhancing the quality of the services it
delivers to its clients and their customers and employees.
With this techhology, the Company is able to respond to
changes in client call volumes and move calt volume traffic
based on agent availability. Additionally, the Company
uses this technology to collect information concerning the
contacts including number, response time, duration and
results of the contact. This information is reported to the
client on a periodic basis for purposes of monitoring
quality of service and accuracy of the related billing.

The Company operates two billing data centers, one in
Orlando, Florida, and the other in Cincinnati, QOhio,
comprising, in total, approximately 170,000 square feet of
space. The Company’s technologically advanced data
centers provide 24 hour per day, 7 day a week availability
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(with redundant power and communication feeds and
emergency power back-up supplied by diesel and turbine
generators) and are designed to withstand most natural
disasters. The facility infrastructure provides back-up
capacity in the unlikely event that either data center

becomes inoperative.

The capacity of the Company's data center and contact
center operations, coupled with the scalability of its
billing and customer care and employee care systems,
enables the Company to meet initial and ongoing needs of
large-scale and rapidly growing companies and government
entities. By employing the scale and efficiencies of
common application platforms, the Company is able to
provide client-specific enhancements and modifications
without incurring many of the costs of a full custom
application. This allows the Company to position itself as
a value-added provider of billing, customer and employee

support products and services.

Technology, Research and Development

The Company intends to continue to emphasize the design,
development and deployment of scalable billing, customer
care and employee care systems to increase its market
share, both domestically and internationally. During
2004, the Company spent $77.5 million for research and
development to advance the functionality, flexibility and
scalability of its products and services. The majority of this
spending reflects IMG's commitment to further develop its
Infinys™ solution. CMG’s success depends in part on its
advanced technology, which helps maximize the utilization
of CMG’s contact centers and increase the efficiency of
its agents. As a result, the Company continues to invest
in the enhancement and development of its contact

center technology.

The Company’s intellectual property consists primarily of
proprietary business methods and software systems
protected under copyright law, by U.S. and foreign patents
and applications, and by registered or pending trademarks

and service marks.



The Company owns 24 patents, which protect technology
and business methods used both to manage internal
systems and processes effectively and to provide customer
care and billing services to the Company’s clients. The first
of these patents was issued in May 1998, while the most
recent patent was granted in July 2004. These patents
have a life of 17 years. Additional applications for U.S. and

foreign patents currently are pending.

The Company’s name and logo and the names of its primary
software products are protected by trademarks and service
marks that are registered or pending in the U.S. Patent and
Trademark Office and under the laws of more than 50

foreign countries.

Employees

The Company employs approximately 66,300 people,
61,500 of whom work for CMG, 4,000 of whom work for
IMG, with the remainder working in various corporate

functions.

Competition

The industries in which the Company operates are
extremely competitive. The Company’s competitors
include: (i) existing clients and potential clients with
substantial resources and the ability to provide billing and
customer care and employee care capabilities internally;
(i) other customer care and employee care companies,
such as Accenture, ADP, APAC Customer Services, EDS,
Fidelity, Hewitt Associates, IBM, Mellon Financial
Corporation, SITEL, Sykes, TeleTech Holdings, Towers
Perrin, West Teleservices and Wipro Spectramind; and
(iii) other billing software and/or services companies such
as Amdocs, CSG Systems, DST Systems and Portal Software.
In addition, niche providers or new entrants could capture
a segment of the market by developing new systems or

services that could impact the Company’s market potential.

The Company believes that the principal competitive
factors in its industry are technological expertise, service
quality, the ability to develop customized products and
services, the cost of services and sales and marketing

skills. The Company differentiates itself from its
competitors based on its size and scale, advanced
technology, service quality, breadth of services provided,
industry and client focus, financial resources, cost of

services and business reputation.

Interest in Cellular Partnerships

The Company owns 45% limited partnership interests in
Cincinnati SMSA Limited Partnership and Cincinnati SMSA
Tower Holdings LLC (the Cellular Partnerships).

Cincinnati SMSA Limited Partnership, a provider of wireless
communications in central and southwestern Ghio and
northern Kentucky, conducts its operations as a part of
Cingular Wireless LLC (Cingular), a joint venture between
SBC Communications and BellSouth Corporation and the
largest wireless provider in the United States. Cingular is
the general partner and a limited partner with a partnership
interest of approximately 53%. SBC Communications is the
general partner and a limited partner of Cincinnati SMSA
Tower Holdings LLC, an operator of cellular tower space,
with a partnership interest of approximately 53%.

The general partners are authorized to conduct and manage
the business of the Cellular Partnerships. The Company, as
a limited partner, does not take part in the day-to-day
management of the Cellular Partnerships by the general
partners. Limited partners are entitled to their percentage
share of earnings, losses and cash distributions.

The Company accounts for its interest in the Cellular
Partnerships under the equity method of accounting. In
2004, the Company’s equity in earnings of the Cellutar
Partnerships was income of $2.0 million and the Company
received $14.3 million from Cincinnati SMSA Limited
Partnership, representing a partial return of capitat contri-
butions made by Convergys in 2003.
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Items 2 through 4.

Item 2. Properties

The Company owns its corporate headquarters facility in
downtown Cincinnati, Ohio and its office complex in
Jacksonville, Florida.

The Company leases space for offices, data centers and
contact centérs on commercially reasonable terms.
Domestic facilities are located in Arizona, California,
Colorado, Florida, Georgia, Idaho, Ilinois, Kansas,
Louisiana, Minnesota, Mississippi, Missouri, Nebraska,
Nevada, New Jersey, North Carolina, Ohio, Oklahoma,
Pennsylvania, Tennessee, Texas, Utah, Virginia,
Washington and Wisconsin. International facilities are
located in Australia, Brazil, Canada, China, England,
France, Germany, Hong Kong, India, Indonesia, Israel,
Japan, Malaysia, Mexico, the Philippines, Portugal,
Scotland, Singapore, Spain, Sri Lanka, Switzerland and
Thailand. Upon the expiration or termination of any such
leases, the Company could obtain comparable office space.

As discussed more fully in Note 12 of Notes to Financial
Statements, the Company leases an office complex in
Orlando, Florida under an agreement that expires June 2010.
Upon termination or expiration, the Company must either
purchase the property from the lessor for $65.0 million or
arrange to have the office complex sold to a third party.
If the office complex is sold to a third party for an amount
less than the $65.0 million financed by the lessor, the
Company has agreed under a residual value guarantee to
pay the Lessor up to $55.0 million. If the office complex is
sold to a third party for an amount in excess of $65.0
million, the Campany is entitled to collect the excess.

IMG also leases some of the computer hardware, computer
software and office equipment necessary to conduct its
business. In addition, the remaining property of the
Company is principally computer and communications
equipment and software that does not lend itself to
description by character and location of principal units.
Other property of the Company is principally leasehold
improvements. The Company depreciates its assets using
the straight-line method over the assets estimated useful
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lives. Leasehold improvements are depreciated over the
shorter of their estimated useful life or the term of the
associated lease.

The Company believes that its facilities and equipment are
adequate and have sufficient productive capacity to meet
its current needs.

Item 3. Legal Proceedings

None.

Item 4. Submission of Matters
to a Vote of the Security Holders

There were no matters submitted to a vote of security
holders in the fourth quarter of 2004.




Executive Officers of the Registrant

The following information is included in accordance with
the provisions for Part III, Item 10.

As of February 28, 2005, the Company’s management
committee members were:

Name Age Title

James F. Orr (& 59 Chairman of the Board,
President and Chief

Executive Officer

Karen R. Bowman 41  President, Employee Care

Thomas A. Cruz, Jr. 57 Senior Vice President,
Human Resources and
Administration

David F. Dougherty 48  Executive Vice President,
Global Information

Management

John C. Freker 46 President, Customer

Management

William H. Hawkins II 56 Senior Vice President,
General Counsel and

Secretary

Stephen L. Robertson 53  President, Information

Management International

Steven G. Rolls 50 Executive Vice President,
Global Customer Management

and Employee Care

Larry S. Schwartz 45  Executive Vice President,

Global IMG Operations
Earl C. Shanks 48  Chief Financial Officer

(2] Member of the Board of Directors and Executive Committee.

Officers are elected annually, but are removable at the
discretion of the Board of Directors.

JAMES F. ORR, Chairman of the Board since April 25, 2000;
Chief Executive Officer of the Company since 1998; Chief
Operating Officer of Cincinnati Bell Inc. (CBI), 1996-1998.

KAREN R. BOWMAN, President, Employee Care since 1999;
General Counsel of CMG from 1996-1999,

THOMAS A, CRUZ, JR., Senior Vice President, Human
Resources and Administration since January 21, 2003; Vice
President, Human Resources and Administration,
1997-2002.

DAVID F. DOUGHERTY, Executive Vice President, Global
Information Management since January 21, 2003; Chief
Development Officer of the Company, 2000-2002; President
of CMG, 1995-2000.

JOHN C. FREKER, President of Customer Management since
January 21, 2003; Executive Vice President, Operations,
CMG, 1999-2002.

WILLIAM H. HAWKINS II, Senior Vice President, General
Counsel and Secretary of the Company since January 21,
2003; General Counsel and Secretary, 2001-2002; Associate
General Counsel and Secretary of the Company, 2000-2001;
Frost & Jacobs, 1977-2000; Partner of Frost & Jacobs,
1984-2000.

STEPHEN L. ROBERTSON, President of Information
Management International since June 1, 2002; Executive
Vice President of IMG, 1999-2001, President of IMG’s
Telecom Solutions Group, 1996-1999.

STEVEN G. ROLLS, Executive Vice President, Global Customer
Management and Employee Care since January 21, 2003;
Chief Financial Officer of the Company, 1998-2003; Vice
President and Controller of The BF Goodrich Company,
1993-1998.

LARRY S. SCHWARTZ, Executive Vice President, Global IMG
Operations since March 11, 2004; President, Information
Management North America, 2003; Executive Vice President,
Information Management North America, 2002-2003;
Chief Executive Officer of E-Pen InMotion, 2001-2002;
Group Vice President and General Manager of Compagq
Telecom, 1997-2001.

EARL C. SHANKS, Chief Financial Officer since November 13,
2003; Senior Vice President and Chief Financial Officer of
NCR Corporation, 2001-2003; Vice President of Corporate
Finance of NCR Corporation, 1998-2001.
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PART II

Item 5. Market for the Registrant’s Common Equity, Related
Security Holder Matters and Issuer Purchases of Equity Securities

Convergys Corporation (symbol: CVG) common shares are
listed on the New York Stock Exchange. As of January 31,
2005, there were 14,272 holders of record of the
142,112,628 common shares of the Company, excluding
amounts held in treasury (175,421,985 outstanding
common shares of the Company, of which 33,309,357 were
held in Treasury).

The high, low and closing prices of its common shares for
each quarter in 2004 and 2003 are listed below:

Quarter 1st 2nd 3rd 4th
2004

High .. ... .. $19.96 $17.32 $15.38 $15.31
Low........ $14.73 $14.01 $12.30 $12.42
Close ...... $15.20 $15.40 $13.43 $14.99
2003

High ....... $ 16.50 $ 18.38 $19.60 § 20.80
Low ........ $ 11.30 $ 12.75 $ 15.23  § 13.71
Close . ...... $ 13.20 $ 16.00 $ 18.34 § 17.46

The Company did not declare any dividends during 2004 or
2003 and does not anticipate doing so in the near future,

On February 25, 2003, the Company’s Board of Directors
authorized the repurchase of up to 10 million of its
common shares. On April 2, 2003, the Board of Directors
authorized the additional repurchase of up to 10 million of
its common shares. The Company repurchased 15.5 million
shares of Convergys stock for $222.2 pursuant to these
authorizations. The Company may repurchase 4.5 million
additional shares pursuant to these authorizations.
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Equity Plans

The Executive Compensation section is incorporated herein
by reference to the Company’s proxy statement relating to its
annual meeting of shareholders to be held on April 19, 2005.




Item 6. Selected Financial and Operating Data

(Amounts in Millions Except Per Share Amounts) 2004 2003 2002 2001 2000
Results of Operations
Revenues ...... ... .. ... .. .. . ., $2,487.7 $2,288.8 $2,286.2 $2,320.6 $2,196.6
Costs and expenses [, ... ... ... ... ... ..... 2,302.2 1,996.4 2,032.9 2,044.0 1,876.0
Operating income .. ........ .. ..o 185.5 292.4 253.3 276.6 320.6
Equity in earnings (loss)
of Celtlular Partnershipsfel. ... . ... .. ... ... 2.0 (12.6) 6.4 6.4 20.5
Other income (expense), netBl. .. ... .. . .... (3.8) (1.3) (4.3) (8.1) 2.2
Interest expense......... .. ... ... .. .. .... (10.3) (6.9) (11.0) (20.0) (33.1)
Income before income taxes................. 173.4 271.6 244.4 254.9 310.2
Incometaxes ........ .. ... .. ... 61.9 100.0 98.5 116.1 121.0
Netincome. ... .. ... i, $ 1115 $ 1716 $ 145.9 $ 1388 $ 189.2
Earnings per share:
Basic....... .o $ 079 1.18 0.90 $ 0.82 $ 113
Diluted ...... .o $ 077 $§ 115 0.88 $ 0.80 $ 1.09
Weighted average common shares outstanding
Basic...... .o 141.4 145.7 162.9 169.4 167.6
Diluted . ..... ... ... .. Ll 145.4 148.8 166.1 174.4 174.2
Financial Position
Totalassets. .. ... ..o $2,208.1 $1,810.2 $1,619.5 $1,742.9 $1,804.1
Totaldebt........ ... ... ... ... ... 351.7 134.8 55.3 1335 292.0
Shareholders" equity .. ......... ... ..., 1,285.3 1,151.7 1,134.5 1,234.8 1,132.2
Other Data
Cash provided (used) by:
Operating activities. ................. $ 195.4 $ 3735 $ 443.3 $ 344.0 $ 197.0
Investing activities. . ................ (364.9) (237.2) (119.2) (150.4) (214.2)
Financing activities.................. 190.7 (111.3) (353.0) (201.8) 21.1
Free cash flows (4. . ... ... .. .. ... ... ... 114.2 174.7 222.5 325.5 54.4

{1 This includes restructuring, impairment and other charges. As disclosed in Notes 4 of Notes to Financiat Statements, the Company recorded $1.0 into earnings in 2003,
due to a change in accounting estimate, and $30.4, $107.7 and $89.8 of charges related to business restructuring, asset impairment and other charges during 2004,

2002 and 2001, respectively.

{2] Equity in earnings (loss) of Cellular Partnerships includes a $9.9 ($6.4 after tax) loss from the settlement of a lawsuit during 2003.

(31 Other income (expense), net in 2001 includes a write-down of equity investments of $6.5 ($6.5 after tax).

1] Free cash flows are not defined under accounting principles generally accepted in the United States and are catculated as cash flows from operations excluding the
impact of the accounts receivable securitization less capital expenditures. Free cash flows are presented as an alternative measure of the Company's ability to generate
cash flows. For more detail and a reconciliation of cash flows from operations to free cash flows, see the Financial Condition, Liquidity and Capital Resources section of

this report.
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Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations

(Amounts in Millions Except Per Share Amounts)

Overview

Convergys Corporation (the Company or Convergys) is a
global leader in the provision of outsourced customer care,
employee care and integrated billing software services. The
Company has two reporting segments: (i) the Customer
Management Group (CMG), which provides outsourced
customer care and employee care services; and (ii) the
Information Management Group (IMG), which provides
outsourced billing and information services and software.

CMG

CMG provides outsourced customer care and employee care
services for its clients utilizing its advanced information
systems capabilities, human resource management skills
and industry expertise. In its multi-channel contact
centers, CMG service agents provide a full range of
customer care and employee care services including initial
product information requests, customer retention
initiatives, technical support inquiries for consumers and
business customers, staffing, benefits administration,
tearning, payroll administration and general human

resource and administration services.

(MG typically recognizes revenues as services are
performed based on staffing hours, number of contacts or
participants handled by CMG. For a limited number of
engagements where the client pays a fixed fee, revenues
are recognized using the proportional performance
method, straight-line method or upon final completion,
based on specific facts and circumstances of the client
arrangement. Supplemental revenues can sometimes be
earned depending on service levels or achievement of
certain performance measurement targets. The Company
recognizes these supplemental revenues only after it has

achieved the required measurement target.

CMG continues to face challenges including pricing
pressure, the negative impact of the weakened U.S. dollar
versus Canadian dollar and realizing the returns its expects
from its ongoing investment in its employee care
operations. Despite these challenges, the Company
believes that it can continue to capitalize on the trend of
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large companies and governmental agencies turning to
outsourcers to provide cost-effective, high quality
customer support and employee care solutions. The
Convergys strategy is to capture the growing demand for
outsourced customer care and support services by focusing
on the delivery of quality service and value to its clients
and expanding its service offerings. CMG has served its top
10 clients, in terms of revenue, an average of 10 years. The
Company believes that these long-term relationships
reflect CMG’s commitment to delivering quality service to
its clients.

As evidenced by the recent expansion of its contact center
capacity in India and the Philippines, the Company is
striving to meet client demand for a highly educated
workforce, lower costs and 24-hour coverage. Additionally,
in response to the client and market demand, CMG entered
the accounts receivable management market and expanded
its business process outsourcing capabilities with the
acquisition of Encore Receivable Management, Inc.
(Encore). It expanded its business transformational
capabilities and professional service offerings for the in-
house and outsourced contact center industry with the
acquisition of Finali Corporation (Finali). Finally, it
expanded its learning outsourcing services to include
innovative content development and delivery services
through its acquisition of DigitalThink, Inc. (DigitalThink).
CMG also has expanded its global payroll and benefits
outsourcing capabilities with the acquisition of two
companies in Singapore: Out-Smart.com Pte. Ltd. (Qut-
Smart.com) and i-Benefits Pte. Ltd. (i-Benefits).

IMG

IMG serves clients principally by providing and managing
complex billing and information software that addresses all
segments of the communications industry. IMG provides its
software products in one of three delivery modes:
outsourced, licensed or build-operate-transfer (BOT). In
the outsourced delivery mode, IMG provides the billing
services by running its software in one of its data centers.
In the licensed delivery mode, the software is licensed to
clients who perform billing internally. Finally, the BOT




delivery mode entails IMG implementing and initially
running its software in the client’s data center with the
option of transferring the operation of the center to the
client at a future date.

In 2004, 52.0% of IMG’s revenues were for data processing
services generated from recurring monthly payments from
its clients based upon the number of client subscribers or
bills processed by IMG in its data centers. Most of IMG's
wireless data processing agreements, which are typically
for multiple years, are priced on a monthly, per subscriber
or per event basis. Professional and consulting services for
installation, implementation, customization, enhancement
and managed services accounted for 16.4% of IMG's 2004
revenues. The Company invoices its clients for these
services based on time and material costs at contractually
agreed upon rates, or in some instances, for a fixed fee.
IMG’s remaining revenues were primarily from software
license arrangements and international sales. License and
support and maintenance revenues reflect fees earned
under perpetual and term license arrangements. The
Company invoices its clients for licenses either up-front or
monthly based on the number of subscribers, events or
units processed using the software. Fees for support and
maintenance normally are charged in advance either on an
annual, quarterly or monthly basis. International revenues
consist of a mix of professional and consulting, license and
support and maintenance revenues.

Over the last few years, the communications industry has
experienced one of the most difficult periods in its history.
Communications companies have focused their attention
on cost reduction and margin improvement, with lower
investment in billing information systems. This has had an
adverse impact on IMG's revenues and operating margin.
Although the

improvement, the Company believes that the information

sector appears to show signs of
system needs of communication companies are changing.
Where once it was believed that communication providers
would replace their entire legacy billing systems with next-
generation end-to-end billing systems, the market demand

appears to have shifted to augmentation, versus

replacement, of these legacy billing systems. Furthermore,
communication providers are demanding flexible and
compatible software products versus custom developed
software systems.

In order to meet this demand, Convergys continues to
invest in research and development. During 2003, the
Company introduced Infinys, its modular and convergent
business support system software. Infinys enables commu-
nications companies or operators to accelerate the delivery
of new services for a wide range of offerings including
voice, video and data services. In addition, in 2004, the
Company acquired WhisperWire, Inc. (WhisperWire), a
provider of industry-specific sales effectiveness software.
The Company believes that the acquired software,
PowerSeller®, closely complements Infinys and enables the
Company to offer communications providers a complete
solution to drive their sales process more effectively from
the original lead-to-cash generation. In addition, the
Company is expanding its consulting and professional

service and managed service offerings.

Despite the challenges facing both segments, the Company
believes that its prospects for future growth are strong
and its financial structure and condition are solid. At
December 31, 2004, total capitalization was $1,637.0,
consisting of $351.7 of short-term and long-term debt and
$1,285.3 of equity.
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Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations (continued)

Results of Operations
Consolidated Results

% Change % Change
2004 2003 04 vs. 03 2002 03 vs. 02

Revenues ....... $2,487.7 $2,288.8 9 $2,286.2 —
Costs and Expenses:

Costs of products
and services1 .. .. 1,542.0 11,3209 17 1,264.9 4

Selling, general
and administrative

expenses . ....... 511.1 458.2 12 409.5 12
Research and

development costs . . 77.5 94.3  (18) 113.7  (17)
Depreciation ... ... 119.1 1089 9 1227 (11)
Amortization . ... .. 221 15.1 46 14.4 5

Restructuring and
impairment chargés . 30.4 (1.0) — 107.7 -

Total costs
and expenses ... 2,302.2 1,996.4 15 2,032.9 (2)

Operating Income .  185.5 292.4  (37) 253.3 15

Equity in earning of

Cellular Partnerships . 2.0 (12.6) — 6.4 —
Other income

(expense), net . .. .. (3.8) (1.3) — (4.3) (70)
Interest expense ...  (10.3) (6.9) 49 (11.0) (37)
Income Before

Income Taxes .... 173.4 271.6  (36) 2444 11
Income taxes ... .. 61.9 100.0 (38) 98.5 2

Net Income .. ....$ 1115 § 1716 (35) $ 1459 18

Diluted Earnings
Per Common Shdre .$  0.77 § 115 (33) § 0.88 31

11 Exclusive of depréciation and amortization, with the exception of amortization
of deferred charges as disclosed in Note 2 of Notes to Financial Statements.

2004 vs. 2003

The Company's 2004 revenues totaled $2,487.7, a 9%
increase compared to $2,288.8 in 2003. The revenue
increase is attributable to a 16% increase in CMG revenues,
partially offset by a 5% decrease at IMG. The Company’s
2004 operating income and operating margin were $185.5
and 7.5% versus $292.4 and 12.8% in the prior year, respec-
tively. These decreases reflect the impact of pricing pressure
affecting both segments, expenses incurred with the ramp
of CMG’s employee care operations and increased costs
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associated with recently implemented large outsourcing
clients. In addition, 2004’s operating margin was negatively
impacted by a net restructuring charge of $30.4 recorded in
the fourth quarter of 2004, as well as increased stock
compensation expense, recorded at corporate resulting from
restricted stock units awarded to employees in April 2004
pursuant to the Company’s long-term incentive plan, in lieu
of stock options. Partially offsetting these items was the
impact of realized economies of scale driven by CMG's
growth and savings realized through CMG’s continuous
improvement initiatives, as well as lower research and
development and selling, general and administrative

expenses incurred at IMG.

As a percentage of revenues, costs of products and services
increased to 62.0% from 57.7% in the prior year. This
reflects the impact of pricing changes affecting both
segments, as well as increased costs associated with large
CMG clients that have been recently implemented. This was
partially offset by the impact of revenues generated by
CMG's offshore contact centers, reflecting client demand,
as well as savings realized through cost reduction
initiatives. The 12% increase in selling, general and
administrative expenses was principally due to further
expansion in CMG’s operations, partially offset by lower
spending at IMG. Amortization expense increased 46%,
reflecting intangible assets acquired in connection with
recent acquisitions. Depreciation expense increased 9%
reflecting CMG’s investment in its worldwide contact
center capacity, depreciation of the Company's recently
acquired headquarters facility and assets acquired in
connection with recent business combinations. Research
and development expenses decreased 18% as a result of
lower spending at IMG.

As discussed more fully under the heading, “Restructuring
and Impairment Charges,” the Company incurred a net
restructuring charge of $30.4 in the fourth quarter of
2004, This compares to the $1.0 reversed into income
during 2003 as a change in accounting estimate of the

restructuring charge originally taken in 2002.




In 2004, the Company recorded equity in earnings in the
Cellular Partnerships of $2.0 compared to an equity loss of
$12.6 in 2003. During the first quarter of 2003, the
general partner of Cincinnati SMSA Limited Partnership, a
provider of wireless communications of which the Company
owns 45%, settled a lawsuit against the partnership for
$22.0. The Company's share of this loss was $9.9, which
it recorded as a loss from its equity investment in
the partnership.

Interest expense increased 49% in 2004 from the prior
year, reflecting higher levels of debt and higher interest
rates. Other expense increased to $3.8 from $1.3,
primarily reflecting foreign currency exchange losses. The
Company's effective tax rate was 35.7% for 2004 versus
36.8% for 2003.

As a result of the foregoing, 2004 net income was $111.5,
a 35% decrease from $171.6 in 2003. Earnings per diluted
share decreased by 33% to $0.77 from $1.15 in 2003. This
includes the $30.4 ($21.0 after tax or $0.14 per diluted
share) of restructuring expenses incurred in 2004, $9.9
($6.4 after tax or $0.04 per diluted share) equity loss
resulting from the partnership settlement in 2003 and the
effect of $1.0 ($0.6 after tax or $0.00 per diluted share)
in the restructuring accrual reversal recorded in 2003.

2003 vs. 2002

The Company's 2003 revenues totaled $2,288.8, flat
compared to 2002. The revenue mix consisted of a 12%
decrease in IMG revenues, offset by an 8% increase at
CMG. The Company's 2003 operating income was $292.4
versus $253.3 in the prior year. This 15% increase reflects
the fluctuation in the restructuring and impairment
charges, $19.4 in lower research and development costs
and $13.8 in lower depreciation. Partially offsetting these
items were the change in revenue mix (decrease in higher
margin IMG revenues, partially offset by increase in lower
margin (MG revenues), a $56.0 increase in the costs of
providing services and a $48.7 increase in selling, general

and administrative expenses.

As discussed more fully under the heading, “Restructuring,
Impairment and Other Charges,” the Company incurred
$107.7 in restructuring, impairment and other charges in
2002, of which $1.0 the Company reversed into income in

2003 as a change in accounting estimate.

The increase in costs of products and services principally
was due to higher sales volume and direct labor costs at
CMG, partially offset by savings that resulted from the
restructuring actions that the Company initiated during
the fourth quarter of 2002. As a percentage of revenues,
2003 costs of products and services increased to 57.7%
from 55.3% in the prior year. The increase in selling,
general and administrative expenses, which as a
percentage of revenues increased to 20.0% during 2003
versus 17.9% in the prior year, reflects higher medical and
benefit costs and further expansion of IMG's international
operations and CMG’s employee care operations. Research
and development expenses decreased as a result of lower
spending at both IMG and CMG. The decrease in depreci-
ation expense was principally due to a reduction in capital
expenditures at IMG.

Including the impact of the lawsuit settled by the general
partner of Cincinnati SMSA Limited Partnership, the
Company incurred an equity loss of $12.6 in 2003 versus
equity earnings of $6.4 in 2002.

Interest expense decreased 37% in 2003 from the prior
year, resulting from lower interest rates. The Company’s
effective tax rate was 36.8% for 2003 versus 40.3% during
2002. The effective tax rate in 2002 was higher principally
due to valuation allowances that were provided against
foreign operating loss carryforwards.

As a result of the foregoing, 2003 net income was $171.6,
an 18% increase from $145.9 in 2002. Earnings per diluted
share increased by 31% to $1.15 from $0.88 in 2002. This
includes the $9.9 ($6.4 after tax or $0.04 per diluted
share) equity loss resulting from the partnership
settlement in the first quarter of 2003. Additionally, this
reflects the effect of $1.0 ($0.6 after tax or $0.00 per
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diluted share) in the restructuring accrual reversal and
$107.7 ($76.8 after tax or $0.46 per diluted share) in
restructuring and impairment charges recorded in 2003
and 2002, respectively. Weighted average diluted shares
outstanding decreased to 148.8 from 166.1 as a result of
the shares that were repurchased by the Company during
2003 and 2002, as discussed more fully in Note 10 of Notes
to Financial Statements,

Customer Management Group

% Change % Change
2004 2003 04 vs. 03 2002 03 vs. 02
Revenues:
Communications ...$ 986.6 $ 932.1 6 $ 923.0 1
Technology . ...... 168.8 160.8 5 196.7 (18)
Financial services . .. 197.5 131.2 51 97.2 35
Other .......... 386.3 280.8 38 180.6 55

Total revenues ... 1,739.2 1,504.9 16 1,397.5 8

Costs and Expenses:

Costs of products

and services ...... 1,140.0 943.5 21 858.3 10
Selling, general

and administrative

expenses . ....... 370.8 296.2 25 266.8 11
Research and

development costs . . 10.2 6.5 57 10.7  (39)
Depreciation ...... 76.3 70.6 8 72.0 2)
Amortization .. .. .. 11.4 8.8 30 8.7 1
Restructuring and

impairment charges . (0.9) - - 46.3 -

Total costs

and expenses ... 1,607.8 1,325.6 21 1,262.8 5

Operating Income .$ 131.4 $ 179.3 (27) §$ 134.7 33

2004 vs. 2003

Revenues

Convergys CMG's revenues were $1,739.2, a 16% increase
from 2003. This reflects increased revenues from several
clients as described below in more detail. Approximately
27% of the increase is attributable to the business combi-
nations made by CMG during 2004. This was partially offset
by the impact of pricing changes, as well as lower
spending by other clients.
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Revenues from communications clients were $986.6 during
2004, a 6% increase compared to the prior year. This
reflects revenues from the Sprint/IBM arrangement, as well
as a 10% increase in revenues from CMG's largest wireless
client. This was partially offset by a 44% reduction in
spending by CMG's largest wireline client. Technology
service revenues increased 5% to $168.8 compared to the
prior year, reflecting increased spending by CMG's largest
software client and two network hardware clients, partially
offset by lower revenues from two PC equipment clients.
Revenues from financial service clients increased 51% to
$197.5, reflecting the impact of CMG’s acquisition of
Encore and increased revenues from several financial insti-
tutions. Other revenues were $386.3, an increase of 38%
compared to the prior year. This resulted from revenues
generated from the United States Postal Service, a new
large global industrial client, the State of Florida and a
new pharmaceutical client.

Costs and Expenses

The 21% increase in CMG’s costs of products and services,
reflects, in part, the higher volume of revenues. As a
percentage of revenues, cost of providing services increased
to 65.5% compared to 62.7%, reflecting increased costs
associated with recently implemented large cutsourcing
clients and the impact of pricing pressure. Additionally,
CMG's costs of products and services increased approxi-
mately $13 compared to 2003, as a result of the weakening
of the U.S. dollar versus the Canadian dollar netted by
gains realized from the settlement of CMG’s Canadian dollar
forward exchange contracts. These items were partially
offset by the favorable impact of revenues generated by
CMG’s offshore contact centers and savings realized through
CMG's continuous improvement initiatives.

Selling, general and administrative expenses were $370.8 in
2004, a 25% increase compared to the prior year. This
reflects expenses incurred by the operations acgquired by
CMG during 2004, expenses incurred with the ramp of CMG's
employee care operations and increased costs associated
with CMG’s expansion of its offshore facilities. As a
percentage of revenues, selling, general and administrative



expenses increased to 21.3% in 2004 versus 19.7% in 2003.
This increase can be attributed in large part to CMG’s
commitment to grow its employee care operations including
the dilutive impact of its DigitalThink acquisition.

CMG’s research and development expenses were $10.2
compared with $6.5 in 2003, reflecting continued invest-
ment in its learning and speech recognition platforms.
Depreciation expense increased 8% during 2004, reflecting
additional depreciation resulting from CMG's investment in
its offshore contact centers and recent acquisitions,
partially offset by savings realized through restructuring
initiatives. Amortization expense increased 30% to $11.4,
reflecting intangible assets acquired in connection with
recent business combinations. Additionally, as discussed in
further detail under the heading, “Restructuring and
Impairment Charges,” CMG incurred a restructuring credit
of $0.9 in 2004.

Operating Income

As a result of the foregoing, CMG's 2004 operating income
and margin decreased to $131.4 and 7.6%, compared
with $179.3 and 11.9% in 2003. This includes a net
restructuring credit of $0.9 recorded in the fourth quarter
of 2004.

2003 vs, 2002

Revenues

During 2003, CMG continued to capitalize on the growing
trend of large companies and governmental agencies
turning to outsourcers to provide cost-effective, high
quality customer care and employee care services.
Additionally, CMG benefited from the market's growing
demand for offshore services. However, despite its overall
increase in revenues, CMG continued to face increasing
pricing pressure. CMG's 2003 revenues were $1,504.9, an
8% increase compared to 2002. This reflects increased
levels of business with many of its top 20 clients,
including several clients in the financial services sector, as
well as revenues resulting from customer care services
provided to the United States Postal Service and employee
care services provided to the State of Florida. Also

contributing to the increase was the July 2002 acquisition
of Speech Solutions, a division of iBasis, Inc., which
generated revenues of $21.5 in 2003 compared to $9.8
recognized from the date of acquisition through
December 31, 2002. This was offset by $15.5 in lower
revenues associated with the divestiture of two interna-
tional contact centers in 2002. Revenues from communi-
cations clients were $932.1 during 2003, an increase of 1%
compared to 2002. This reflects 38% growth in services
provided to CMG’s largest wireless client, offset by a 30%
reduction in spending by CMG’s largest long distance
client. Technology service revenues decreased 18%
compared to 2002, reflecting a 16% decrease in spending
by CMG's largest software client, offset by higher revenues
from CMG's largest Internet client. Revenues from financial
services clients increased 35% to $131.2 as a result of an
increase in volume from three of CMG’s largest clients in
the financial services sector. Other revenues increased 55%
compared to 2002, reflecting revenues generated from
outsourcing services provided to the United States Postal
Service and the State of Florida.

Costs and Expenses

CMG’s costs of products and services increased 10% from
2002 to $943.5, reflecting the higher volume of revenues
and an approximate 2 point increase in direct labor costs
as a percentage of revenues. The increase in direct labor
costs as a percentage of revenues resulted from pricing
pressure and higher wage, medical and benefit costs,
partially offset by lower labor costs incurred as a result of
increased utilization of CMG's offshore contact centers in
India. Selling, general and administrative expenses were
$296.2 in 2003, an 11% increase compared to the prior
year, reflecting higher medical and benefit costs, start-up
costs associated with CMG's expansion of its offshore
facilities in India and the Philippines and approximately
$18 in increased costs incurred in connection with further
investment in CMG's employee care business. This was
partially offset by $9.2 in cost savings realized through
restructuring activities initiated during the fourth quarter
of 2002. Also, during 2003, CMG's combined costs of
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products and services and selling, general and adminis-
trative expenses increased approximately $26 compared to
2002, as a result of the weakening of the U.S. dollar versus
the Canadian dollar, where CMG operates a significant
portion of its contact center capacity. However, this was
mostly offset by gains that resulted from the settlement
and maturity of CMG's Canadian dollar forward exchange
contracts. CMG’s research and development expenses
decreased 39% to $6.5 from 2002, as CMG concentrated
more of its technical resources on client service and
administration rather than on research and development
initiatives. Additionally, as discussed in further detail
under the heading, “Restructuring, Impairment and Other
Charges,” CMG incurred $46.3 in restructuring and
impairment charges in 2002.

Operating Income

As a result of the foregoing, CMG's 2003 operating income
and margin increased to $179.3 and 11.9%, up from
$134.7 and 9.6% in 2002.
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Information Management Group

% Change % Change
2004 2003 04 vs. 03 2002 03 vs. 02
Revenues:
Data processing . ... $389.2 $458.0 (15)  $530.6  (14)
Professional
and consulting .... 122.5 958 28 169.5  (43)
License and other .. 771 58.3 32 57.2 2
International . . .. .. 159.7 171.8 (7) 131.4 31
External revenues .. 748.5 783.9 (5) 888.7  (12)
Intercompany
revenues . . .. ... .. - 48  — 105  (54)
Total revenues . .. 748.5 788.7 (5) 899.2  (12)
Costs and Expenses:
Costs of products
and services ...... 403.0 383.2 5 417.1 (8)
Selling, general
and administrative
eXPEeNses ... ... .. 1358 161.6  (16) 145.2 11
Research and
development costs . . 67.2 87.8  (23) 103.0 (15)
Depreciation .. .. .. 32.9 30.6 8 42.9  (29)
Amortization .. .. .. 10.7 6.3 70 5.7 11
Restructuring
and impairment . . .. 25.8 - = 53.6 —
Total costs
and expenses ... 675.5 669.3 1 767.5  (13)

Operating Income . $ 73.0 $119.4 (39) $131.7 9

2004 vs. 2003

Revenues

Convergys IMG's external revenues decreased 5% to $748.5
in 2004 from $783.9 in 2003. Revenues from IMG's recent
acquisitions accounted for approximately 8% of revenue in
2004, Data processing revenues of $389.2 decreased 15%
from the prior year. This decrease reflects lower average
wireless subscriber processing rates and the transition of
Verizon subscribers from Convergys’ billing system during
the second quarter of 2003. Additionally, the decrease
reflects the elimination of bill finishing services provided
to a wireless client that had minimal impact on operating
margin. This was partially offset by data processing
revenues resulting from the acquisition of certain billing



assets from ALLTEL (ALLTEL acquisition), a full year of
reveriue from Dobson Communications, who was not fully
ramped during 2003, and a 7% increase in wireless
subscribers for the clients the Company supports.

Professional and consulting revenues of $122.5 increased
28% from the prior year. This reflects revenues generated as
a result of the ALLTEL acquisition, partially offset by lower
spending from various wireless clients. License and other
revenues increased 32% to $77.1 from the prior year,
reflecting a new license arrangement with a large North
American wireless provider and expanded relationships with
several of Convergys' cable clients. International revenues
of $159.7 decreased 7% from 2003. This decrease was due
to lower revenues resulting from the prior year suspension
of a system implementation by a European wireless client
and lower license and related implementation revenues
from IMG's Asian Pacific operations. This was partially
offset by the favorable impact of foreign currency exchange
fluctuation and revenues generated from new or expanded

license arrangements with several European clients.

Costs and Expenses

IMG's costs of products and services increased 5% in 2004
versus 2003. As a percentage of external revenues, costs of
products and services increased to 53.8% in 2004
compared with 48.9% in the prior year. This reflects the
negative impact of lower data processing revenues,
partially offset by savings realized through cost reduction
initiatives. The change in costs of products and services
also reflects approximately $20 in lower bill finishing
costs, as well as incremental operating costs incurred as a
result of the ALLTEL acquisition.

Selling, general and administrative expenses decreased
16% from prior year. As a percentage of revenues, these
expenses decreased to 18.2% in 2004 from 20.6% in 2003,
reflecting savings realized through restructuring and other
cost reduction initiatives. Research and development
expenses decreased 23%, reflecting savings resulting from
restructuring initiatives. Amortization expense increased

70%, reflecting amortization of intangible assets acquired

in connection with IMG's recent business combinations.
Additionally, as discussed in further detail under the
heading, “Restructuring and Impairment Charges,” IMG
incurred $25.8 in restructuring charges in 2004,

Operating Income

As a result of the foregoing, IMG's operating income and
operating margin decreased to $73.0 and 9.8% from
$119.4 and 15.2% in the prior year. This includes the 2004
restructuring charge of $25.8.

2003 vs. 2002

Revenues

IMG's 2003 external revenues were $783.9, a 12% decrease
from 2002. Data processing revenues decreased 14% in
2003 compared to 2002, reflecting a 4% decrease in the
number of year-over-year wireless subscribers processed, a
lower wireless average per subscriber processing rate and
a decrease in wireline revenues. This was partially offset by
a 16% increase in cable data processing revenues. The
decrease in wireless subscribers resulted from subscribers
transferred off IMG's system to clients” in-house systems
during the third quarter of 2002 and the second quarter of
2003. This was partially offset by nominal subscriber
growth by IMG's other wireless clients and revenues from
Dobson Communication, who was migrated to IMG’s system
during the second half of 2003. Wireless average per
subscriber processing rates decreased due to contractual
subscriber rate reductions and a change in mix to a greater
proportion of business with IMG’s larger clients, for whom
the Company charged lower rates due to their significantly
higher volumes. The decrease in wireline data processing
revenues represents the impact of lower pricing granted to
a client in connection with a contract extension. The
increase in cable data processing revenues reflects services
provided to a new client.

Professional and consulting revenues for 2003 decreased
43% from 2002 as a result of decreased enhancement
requests and implementations of new systems from IMG's
wireless and cable clients. IMG’s license and other
revenues increased to $58.3 in 2003, reflecting the
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expansion of IMG’s relationships with several of its North
American cable clients. IMG’s international revenues
increased 31% to $171.8, reflecting combined revenue
growth of approximately $33 resulting from the July 2002
acquisition of Telesens and IMG's expansion in the Asian

Pacific and Latin American regions.

Costs and Expenses

IMG’s costs of products and services decreased 8% to
$383.2 in 2003 compared to 2002, reflecting savings
resulting from actions taken as a result of the restructuring
announced in the fourth quarter 2002. Selling, general and
administrative expenses increased 11%, reflecting IMG's
further expansion in its international operations, particu-
larly in the Asian Pacific and Latin American markets, as
well as increased benefit costs. Research and development
expenses decreased 15%, reflecting savings resulting from
restructuring initiatives. Depreciation expense decreased
29%, reflecting a reduction in capital expenditures, $2.6
in lower depreciation resulting from assets that were
disposed of during the fourth quarter of 2002 and $2.1 of
depreciation related to assets that were transferred from
IMG to the Company’s corporate operations at the
beginning of 2003. Additionally, as discussed in further
detail under the heading, “Restructuring, Impairment and
Other Charges,” IMG incurred $53.6 in restructuring and
impairment charges in 2002.

Operating Income

As a result of the foregoing, IMG's operating income
decreased to $119.4 in 2003 from $131.7 in 2002, and
operating margin increased to 15.2% in 2003 from 14.8%
in the prior year.

Restructuring and Impairment Charges
As discussed more fully in Note 4 to Notes to Financial
Statements, the Company recorded the following restruc-

turing and impairment charges:

2004
In order to streamline its operations and cost structure
while strengthening its prospects for long-term growth, the
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Company initiated a restructuring plan during the fourth
quarter of 2004 that is expected to affect approximately 600
professional and administrative employees worldwide. This
resulted in a severance charge of $36.7, $32.3 of which is
cash related. $3.3 of the charge reflects a non-cash charge
resulting from the modification and acceleration of equity-
based awards. The remaining $1.1 of the charge consists of
a curtailment charge related to the Company’s supplemental
executive retirement plan and special termination benefit
charges related to the Company’s postretirement plans.
When all the actions are completed in 2005, the Company
expects the annualized savings to exceed $50.

The reduction in force is taking place through a
combination of voluntary and involuntary separations. The
severance benefits for the involuntary separations are being
paid pursuant to the Company’s existing severance plans or
employment agreements. The voluntary separationé were
substantially complete in 2004. The Company began the
involuntary separations in 2004 and expects them to be
substantially completed by the end of the second quarter of
2005. As of December 31, 2004, the Company had
completed 80 of the headcount reductions and had paid
$5.4 of the expected $32.3 in cash severance costs.

Also in the fourth quarter of 2004, the Company reversed
$6.3 of its facility abandonment costs relating to the
fourth quarter of 2002 restructuring plan. The Company's
Laredo, Texas contact center is being reopened to support
a new, large, outsourcing agreement with a communica-

tions provider that was signed in December 2004,

As a result of the severance costs and facility cost reversal,
the Company recorded a net restructuring charge of $30.4
($21.0 after-tax) in the fourth quarter of 2004. The net
charge by segment was as follows:

IMG MG Corp. Total
Severance costs ... .... $25.8 $5.4 $5.5 $36.7
Facility closure costs . .. . — (6.3) — (6.3)
Net Restructuring . ... .. $25.8 (50.9) $5.5 $30.4




2003 and 2002

As discussed more fully in the “Business Restructuring and
Asset Impairment” section of the Notes to Financial
Statements, the Company initiated a restructuring plan
during the fourth quarter of 2002 that included a reduction
in headcount affecting professional and administrative
employees worldwide and the consolidation or closure of
certain CMG and IMG facilities. The restructuring plan
resulted in $26.0 of severance costs, $49.5 of facility
abandonment costs associated with ongoing lease
obligations and $6.7 of asset impairment for the disposal
of leasehold improvements and equipment for the facilities
that the Company had abandoned by the end of 2002.
Additionally, the Company recorded $12.7 in asset
impairments, consisting principally of software that was

not deployed or further marketed.

During the fourth quarter of 2002, CMG also recorded $12.8
of additional facility abandonment costs associated with
the contact centers that were closed in connection with a
restructuring plan initiated by CMG during the third
quarter of 2001.

The facility abandonment component of the charge is
equal to the future costs associated with those abandoned
facilities, net of the proceeds from any probable future
sublease agreements. The Company used estimates,
based on consultation with real estate advisors, to arrive
at the proceeds from any future sublease agreements.
The Company will continue to evaluate its estimates
in recording the facilities abandonment charge.
Consequently, there may be additional reversals or charges

in the future.

During the fourth quarter of 2003, the Company reversed
$1.5 of facility abandonment costs due to such costs being
lower than originally anticipated. This was partially offset
by $0.5 in additional severance costs. These items
increased 2003 operating income, net income and earnings
per diluted share by $1.0, $0.6 and $0.00, respectively.

These actions are expected to result in cash costs of $82.0,
of which the Company had spent $49.4 through 2004
related principally to facility abandonment costs and
severance payments. These initiatives resulted in approxi-
mately 1,350 headcount reductions. The remaining $32.6
reflects facility abandonment costs, which will be paid
over several years until the leases expire.

Restructuring liability activity for the 2002 plan consisted
of the following:

2004 2003
Balance at January 1 .. ................. $59.2 $84.9
Reversal ... ... ... ... .. .. . (6.3) (1.0)
Severance payments . ... ... ..ot (4.6) (18.8)
Lease termination payments . ............. (15.7) (8.4)
Other .. .. .. .. . .. — 2.5
Balance at December31 ................. $32.6 $59.2

Client Concentration

Convergys’ five largest clients accounted for 45.8% of its
revenues in 2004, down from 51.7% in 2003. The risk
posed by this revenue concentration is reduced somewhat
by the long-term contracts the Company has with some of
its largest clients. The Company serves Cingular, its largest
client with 20.1% of 2004 revenues; Sprint PCS, the
Company’s third largest client; Comcast, the Company’s
fourth largest client; and AT&T, the Company’s fifth largest
client, under information management and customer
management contracts. It should be noted that beginning
in February 2004, the customer care services provided to
Sprint PCS are through a contract between IBM and Sprint
PCS, whereby the Company serves as a subcontractor to
IBM. DirecTV, its second largest client in 2004, is served
by the Company under a customer management contract.
Volumes under certain of the Company’s long-term
contracts are subject to variation based, among other
things, on the clients’ spending on outsourced customer
support and subscriber levels.

AT&T Wireless was acquired by Cingular Wireless on
October 26, 2004. Additionally, Sprint PCS has announced
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its tentative agreement to acquire Nextel Communications
and SBC Communications has announced its tentative
agreement to acquire AT&T. See further discussion of risk
associated with client consolidation under the “Risks
Relating to Convergys and Its Business” section of

Management Discussion and Analysis.

Business Qutlook

For the full year 2005, the Company expects revenues to
grow approximately 10% versus 2004. As a result of several
large outsourcing agreements won over the past twelve
months, as well as CMG’s entry in the collections market,
(MG's revenue growth should continue. For the first
quarter of 2005, the Company expects CMG’s revenues to
grow roughly 20% from the prior year. Approximately two
thirds of this growth should be organic, with the
remaining being derived from businesses acquired by CMG
during 2004. Driven by growth in professional and
consulting services and license sales, IMG’s 2005 revenues
are expected tc begin growing compared to 2004. For the
first quarter of 2005, IMG revenues should be roughly flat
with prior year as growth in professional and consulting
and license revenues should be offset by a decrease in data

processing revenues.

Both IMG and CMG will continue to face competition
within the industries in which they operate. As a result,
the trend of granting contract rate reductions in exchange
for extensions of existing contractual relationships may
continue, which could result in a negative near-term
impact on the Company’s revenues, operating income
and/or cash flow.

Operating income in 2005 is expected to grow somewhat
faster than revenues, even after excluding the fourth
quarter 2004 restructuring charge. As a result of U.S.-based
customer care clients using CMG's contact center capacity
in Canada, CMG's operating margin will continue to
experience pressure associated with the weakening of the
U.S. dollar versus the Canadian dollar. Additionally, CMG’s
margins will be negatively impacted by higher employee
benefit and compensation costs. However, despite these
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pressures, CMG's operating margin should increase from
2004 as CMG continues to grow revenue, streamline its cost
structure and begin to realize benefits from its investments
in its employee care operations. Although operating margin
should be up for full year 2005, the operating margin for
the first quarter of 2005 is expected to be down from the
first quarter of 2004. The benefits from revenue growth,
continued investment in employee care operations and
improvements in the cost structure, driven by CMG's
continuous improvement as well as CMG's fourth quarter
2004 restructuring initiative, should grow as the year
progresses. On the other hand, the negative trends
pressuring CMG's margins, particularly the impact of the
U.S. versus Canadian dollar exchange rate, will have a

negative impact from the beginning of the year.

IMG operating margins should increase in 2005 compared
to 2004 due to savings the Company expects to realize
from its fourth quarter 2004 restructuring initiative.
However, since these actions will not be entirely
completed until the end of the second quarter of 2005,
IMG operating margin in the first quarter of 2005 should
be roughly in-line with the first quarter of 2004.

Stock compensation expense, related to equity awards
granted under the Company’s long-term incentive plan and
recorded at corporate, are expected to increase to approx-
imately $25 compared to approximately $7 in 2004.

With respect to diluted earnings per share, the Company
remains comfortable with the mid-January consensus of

approximately $1.00 per diluted share.

Financial Condition, Liquidity
and Capital Resources

Liquidity and Cash Flows

Cash flows from operating activities provide the Company
with a significant source of funding for the Company's
investing activities. The Company also uses its borrowing
facilities, including a commercial paper program backed by
a $325 credit facility and a $200 accounts receivable
securitization agreement, to fund these activities. See




further discussion of these borrowing facilities under the
next section titled, “Capital Resources, Off-Balance Sheet
Arrangements and Contractual Commitments.”

Summarized cash flow information for the three years
ended December 31, 2004, 2003 and 2002 was as follows:

2004 2003 2002

. $195.4 $373.5 $443.3
Net cash flows used in investing .. (364.9) (237.2) (119.2)

Net cash flows from operations . .

Net cash flows from (used in)
financing .. ...... .. ... ... 190.7 (111.3) (353.0)

Computation of Free Cash Flows:
Net cash flows from operations ... $195.4 $373.5 $443.3

Change in accounts receivable

securitization .. ............. 75.0 (25.0) (130.0)
Capital expenditures . ......... (156.2) (173.8) (90.8)
Free Cash Flows . ............ $114.2 $174.7 §222.5

The Company's cash flows from operating activities totaled
$195.4 in 2004, compared to $373.5 in 2003 and $443.3
in 2002. In addition to the lower level of earnings, the
decrease in 2004 operating cash flows, versus 2003, was
driven by changes in the amounts sold under accounts
receivables securitization and the increase in receivables.
During 2004, there was a $75.0 net decrease in accounts
receivables sold under the securitization program, whereas
in 2003, there was a $25.0 net increase. Receivables,
excluding the impact of the securitization, increased $58.1
in 2004, compared to a $7.9 increase in 2003. This change
was principally due to the Company’s revenue growth as
well as slightly slower collection as days sales outstanding
(DSO) increased to 75 days at December 31, 2004 from
73 days in the prior year. (DSO is computed as follows:
receivables, net of allowances, plus outstanding
receivables sold under the securitization program divided
by average days sales. Average days sales are defined as
consolidated revenues during the quarter just ended
divided by the number of calendar days in the quarter just
ended.) Cash flows from operating activities were also
negatively impacted in 2004 due to a $14.7 increase in
other current assets, reflecting various items including

increases in prepaid maintenance and insurance. This
compares to a $19.0 decrease in the prior year, which
was mainly attributable to a refund of postage deposits.
These items were partially offset by changes in deferred
charges, which decreased by $1.9 in 2004, compared with
a net increase of $58.4 in the prior year. This reflects the
capitalization of $48.2 and $98.8 in implementation and
customer acquisition costs, offset by $50.1 and $40.4 of
related amortization for 2004 and 2003, respectively.

The decrease in operating cash flows in 2003 compared
with 2002 was largely due to the accounts receivable
securitization. There was a net increase of $130.0 in 2002
compared to $25.0 in 2003. Additionally, deferred charges
increased by $58.4 during 2003, compared to an increase
of $7.3 during 2002. The Company also contributed $30.8
in 2003 to fund its cash balance pension plan in order to
satisfy its 2003 and 2004 ERISA funding requirements in
pension contributions.

These items were partially offset by improvement in the
Company's days sales outstanding (DSO) which decreased
by 3 days to 73 as of December 31, 2003. Additionally, the
Company paid approximately $62 in lower taxes during
2003 compared to 2002, reflecting in part the acceleration
of depreciation expense for tax purposes. Finally, during
2003, there was $40.1 in cash provided by the increase in
accounts payable and other current liabilities, which was
principally due to cash received from clients and govern-
mental agencies that was deferred because the revenue
recognition criteria had not been satisfied.

The Company used $364.9 for investing activities during
2004 compared to $237.2 in 2003 and $119.2 in 2002. The
2004 investing activities consisted of $223.0, net of cash
acquired, used to fund the acquisition of Encore,
DigitalThink, WhisperWire, Out-Smart, i-Benefits and Finali
(see Note 3 of Notes to Financial Statements for further
discussion) and $156.2 for capital expenditures, including
approximately $16 related to further investment in the
Company's headquarters office building in downtown
Cincinnati, Ohio. This also reflects $14.3 in cash received
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from Cincinnati SMSA Limited Partnership, representing a
partial return of capital contributions made by Convergys
in 2003. The investing activities during 2003 reflected the
Company's $22.9 further investment in Cincinnati SMSA
Limited Partnership, $40.5 used for the acquisitions of
Cygent Inc. and certain billing assets from ALLTEL
Communications Inc. and $173.8 in capital expenditures.
The 2003 capital expenditures include $71.1 used for the
Company’s purchase of the headquarters office building.
The Company partially funded the purchase of its
headquarters facility with a $55.5, 10-year mortgage. See
further discussion of this mortgage under the section
titled, “Capital Resources, Off-Balance Sheet Arrangements
and Contractual Commitments.” The 2002 investing
activities reflected $28.4 used for acquisitions and $90.8
in capital expenditures.

For 2005, the Company expects capital expenditures to be
approximately 6% of its revenues. Excluding funding
requirements related to acquisitions, the Company believes
that its cash flows from operations and available capital
resources will be sufficient to fund these investments,

The Company’s free cash flows, defined as cash flows from
operating activities excluding the impact of the accounts
receivable securitization less capital expenditures, were
$114.2, $174.7 and $222.5 for 2004, 2003 and 2002,
respectively. The Company uses free cash flows, which is a
non-GAAP financial measure, as an alternative measure of
the Company’s ability to generate cash flows.

Capital Resources, Off-Balance Sheet
Arrangements and Contractual Commitments

The Company believes that its financial structure and
condition are solid. At December 31, 2004, total capital-
ization was $1,637.0, consisting of $351.7 of short-term
and long-term debt and $1,285.3 of equity. At December 31,
2003, total capitalization was $1,286.5, consisting of
$134.8 of short-term and long-term debt and $1,151.7 of
equity. This results in a debt-to-capital ratio of 21.5%,
which compares to 10.5% at December 31, 2003. If
amounts sold under the securitization were to be treated
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as debt financing, the Company's debt-to-capital ratio
would have been 26.0% and 21.2% at December 31, 2004
and 2003, respectively.

The Company's debt is considered investment grade by the
rating agencies. The Company’s borrowing facilities include
a commercial paper program backed by a credit facility with
$325 in borrowing capacity that expires in December 2007.
As of December 31, 2004, the Company had $30.0 in
commercial paper and short-term notes borrowed under
this facility. The participating agents in the credit facility
include JPMorgan Chase Bank, Citicorp USA, PNC Bank,
Deutsche Bank AG and Wachovia Bank. The credit facility
includes certain restrictive covenants including
maintenance of interest coverage and debt-to-capital-
ization ratios. The Company's interest coverage ratio,
defined as the ratio of consolidated earnings before
interest, tax, depreciation and amortization (EBITDA) to
consolidated interest expense, cannot be less than 4.00 to
1.00 for four consecutive quarters. The Company's debt-
to-capitalization ratio cannot be greater than 0.6 to 1.0
at any time. The Company was in compliance with all
covenants throughout 2004.

The Company has a $200 accounts receivable securiti-
zation agreement with Falcon Asset Securitization
Corporation and Fifth Third Bank, under which it had sold
$100.0 in accounts receivable at December 31, 2004,

In December 2004, the Company issued $250.0 in 4.875%
unsecured senior notes due December 15, 2009. The notes
were offered and sold pursuant to the Company's universal
shelf registration statement, previously declared effective
in June 2003. Under the registration statement, the
Company has the ability to offer up to $250.0 in additional
debt securities, common shares, preferred shares and/or

warrants to purchase such securities.

In November 2003, the Company borrowed $55.5 under a
10-year mortgage with General Electric Capital Assurance
Company. The proceeds were used to partially fund the
Company’s purchase of its corporate headquarters facility



in downtown Cincinnati, Ohio. The Company’s corporate
headquarters facility secures the mortgage.

As discussed more fully in Note 12 of Notes to Financial
Statements, the Company leases certain facilities and
equipment used in its operations under operating leases.
This includes the Company's office complex in Orlando,
Florida, which is leased from Wachovia Development
Corporation (Lessor), a wholly owned subsidiary of
Wachovia Corporation, under an agreement that expires in
June 2010. The Lessor acquired the complex from an
unaffiliated third party for $65.0, its appraised value, and
began leasing it to the Company in June 2003. The Lessor
partially funded the purchase of the office complex with
the issuance of $55.0 in notes sold to two non-affiliated
institutional investors. The remaining $10.0 was funded
through a combination of bank debt and equity. Under the
terms of the lease, which is treated as an operating lease,
the Company's monthly lease payments include a fixed and

variable component.

Upon termination or expiration, the Company must either
purchase the property from the lessor for $65.0 or arrange
to have the office complex sold to a third party. If the
office complex is sold to a third party for an amount less
than the $65.0 financed by the Lessor, the Company has
agreed under a residual value guarantee to pay the Lessor
up to $55.0. If the office complex is sold to a third party
for an amount in excess of $65.0, the Company is entitled
to collect the excess. At the inception of the lease, the
Company recognized a liability of approximately $5 for the
related residual value guarantee. The value of the
guarantee was determined by computing the estimated
present value of probability-weighted cash flows that
might be expended under the guarantee. The Company has
recorded a liability for the fair value of the obligation with
a corresponding asset recorded as prepaid rent, which is
being amortized to rental expense over the lease term. The
liability wilt remain on the balance sheet until the end of

the lease term.

Under the terms of the lease, the Company also provides
certain indemnities to the Lessor, including environmental
indemnities. Due to the nature of such potential
obligations, it is not possible to estimate the maximum
amount of such exposure or the fair value. The Company
does not expect such amounts, if any, to be material.

The Company has concluded that it is not required to
consolidate the Lessor pursuant to Financial Accounting
Standards Board Financial Interpretation No. 46,
“Consolidation of Variable Interest Entities,” an interpre-
tation of ARB No. 51, as the Company is not the primary
beneficiary.

The Company believes that its present ability to borrow is
greater than its established credit facilities in place. If
market conditions change and the Company experiences a
significant decline in revenues, its cash flows and liquidity
could be reduced. This could cause rating agencies to
lower the Company’s credit ratings, thereby increasing its
borrowing costs, or even causing a reduction in or
elimination of its access to debt and ability to raise
additional equity.

On February 25, 2003, the Company's Board of Directors
authorized the repurchase of up to 10 million of its
common shares. On April 2, 2003, the Board of Directors
authorized the additional repurchase of up to 10 mitlion of
its common shares. The Company repurchased 15.5 million
shares of Convergys stock for $222.2 pursuant to these
authorizations. The Company may continue to execute
share repurchases from time to time in order to take
advantage of attractive share price levels, as determined
by management. The timing and terms of the transactions
depend on a number of considerations including market
conditions and the Company’s liguidity.
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of Financial Condition and Results of Operations (continued)

The following summarizes the Company’s contractual
obligations at December 31, 2004, and the effect such
obligations are expected to have on its liquidity and cash

flows in future periods:

Less Than After
Contractual Obligations Total 1 Year 1-3 Years 3 Years
Debti .. ... ... . $351.7 $ 49.5 $ 16.4 $285.8
Operating leases ™21 , .. .. 266.2 74.3 90.8 101.1
Purchase commitments (3} 81.7 35.0 31.7 15.0
Total .. ... ... .. ... $699.6 $158.8 $138.9 $401.9

111 See Note 7 of Notes to Financial Statements for further information.
12] See Note 12 of Notes to Financial Statements for further information.
131 Consists of contfactual obligations to purchase services that are enforceable

and legally binding. Excludes issuance of purchase orders made in the ordinary
course of business that are short-term or cancelable, as well as renewable
support and maintenance arrangements.
At December 31, 2004, the Company had outstanding
letters of credit of $18.9 related to performance and
payment guarantees. The Company believes that any obli-

gation that may arise will not be material.

As further described in Note 6, the Company has not
provided for U.S. federal income taxes or foreign
withholding taxes on $88.1 of undistributed earnings of
its foreign subsidiaries at December 31, 2004, because
such earnings are intended to be reinvested indefinitely.
In addition, the Company has not completed its
evaluation of the repatriation provision of the American
Jobs Creation Act and is not expected to complete the
evaluation until the end of 2005. The range of the income
tax impact of such repatriation cannot be reasonably
estimated at this time.

Market Risk

The Company’s activities expose it to a variety of market
risks, including the effects of changes in foreign currency
exchange rates and interest rates. Market risk is the
potential loss arising from adverse changes in market rates
and prices. The Company’s risk management strategy
includes the use of derivative instruments to reduce the
effects on its operating results and cash flows from fluctu-

ations caused by volatility in currency exchange and
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interest rates. In using derivative financial instruments to
hedge exposures to changes in exchange rates and interest
rates, the Company exposes itself to some counterparty
credit risk. The Company manages exposure to counter-
party credit risk by entering into derivative financial
instruments with highly rated institutions that can be
expected to perform fully under the terms of the
agreements and by diversifying the number of financial
institutions with which it enters into such agreements.

Interest Rate Risk

At December 31, 2004, the Company had $338.0 in
outstanding variable rate borrowings and had sold $100.0
in accounts receivable on a variable rate basis. The
carrying amount of the Company’s borrowings reflects
fair value due to its short-term and variable interest

rate features.

In connection with the December 2004 issuance of $250.0
in 4.875% unsecured senior notes that are due
December 15, 2009, the Company entered into an interest
rate swap agreement with a notional value of $250.0,
which the Company designated as a hedge. The purpose of
the swap is to protect the notes against changes in fair
value due to changes in interest rates. Under the terms of
the interest rate swap, the Company receives interest at a
fixed rate of 4.875% and pays interest at a variable rate
based on LIBOR. The maturity date of the interest rate
swap is December 15, 2009. The carrying value of the
notes has been adjusted to reflect the fair value of the

interest rate swap.

The Company also uses, from time to time, cash flow
hedges to protect against interest rate exposure. These
instruments are hedges of forecasted transactions or of the
variability of cash flows to be received or paid related to
a recognized asset or liability. These contracts are entered
into to protect against the risk that the eventual cash
flows resulting from such transactions will be adversely
affected by changes in interest rates. There were no
outstanding cash flow hedges covering interest rate
exposure at December 31, 2004.



Based upon the Company’s exposure to variable rate
barrowings, including amounts sold under the accounts
receivable securitization and the $250.0 interest rate
swap, a one percentage point change in the weighted
average interest rate would change the Company’s annual
interest expense by approximately $4.4.

Foreign Currency Exchange Rate Risk

Foreign currency exposures arise from transactions
denominated in a currency other than the functional
currency and from foreign denominated revenue and profit
translated into U.S. dollars. The primary currencies to
which the Company is exposed include the British pound,
the Indian rupee, the Philippine peso, the euro and the
Canadian dollar. The Company currently uses forward
exchange contracts and options to limit potential losses in
earnings or cash flows from adverse foreign currency
exchange rate movements. These contracts are entered
into to protect against the risk that the eventual cash
flows resulting from such transactions will be adversely
affected by changes in exchange rates. The potential loss
in fair value at December 31, 2004 for such contracts
resulting from a hypothetical 10% adverse change in all
foreign currency exchange rates is approximately $57. This
loss would be mitigated by corresponding gains on the
underlying exposures.

CMG serves a number of its U.S.-based customer care
clients using contact center capacity in Canada, India and
the Philippines. Although the contracts with these clients
are typically priced in U.S. dollars, a substantial portion of
the costs incurred by CMG to operate these non-U.S.
contact centers is denominated in Canadian dollars, India
rupees or Philippine pesos, which represents a foreign
exchange exposure to the Company.

The Canadian dollar (CAD) strengthened from an average of
$1.40 per U.S. dollar in 2003 to $1.30 per U.S. dollar in
2004. Once translated into U.S. dollars, this resulted in
approximately $19 in additional operating expenses, which
was partially offset by gains that resulted from the
settlement and maturity of the Company’s Canadian dollar

forward exchange contracts. As of December 31, 2004,
the Company had the following open Canadian forward

exchange contracts:

Average
Maturing Notional Value Exchange Rate
First Half of 2005 ............ CAD 201.0 $1.34
Second Half of 2005 .......... CAD 184.0 $1.29
First Half of 2006 ............ CAD 58.0 §1.32
Second Half of 2006 . ......... CAD 4.5 $1.29

Additionally, the Company had options with a notional
value of approximately CAD 50 with exchange rates ranging
from $1.16 to $1.19 that expire beginning August 2005
through December 2005.

Critical Accounting Policies and Estimates

The Company prepares its financial statements in
conformity with accounting principles generally accepted
in the United States. The Company’s significant accounting
policies are disclosed in Note 2 of Notes to Financial
Statements. The preparation of financial statements in
accordance with accounting principles generally accepted
in the United States requires management to make
estimates and assumptions that affect reported amounts
and retated disclosures. On an ongoing basis, management
evaluates its estimates and judgments in these areas
based on its historical experience and other relevant
factors. The Company's estimates as of the date of the
financial statements reflect its best judgment giving
consideration to all currently available facts and circum-
stances. As such, these estimates may require adjustment
in the future, as additional facts become known or as
circumstances change.

Management has identified below the accounting policies
and estimates that it believes are most critical in
compiling the Company's financial condition and operating
results. Management has reviewed these critical
accounting policies and estimates and related disclosures
with the Audit Committee of the Company’s Board
of Directors.
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Goodwill

At December 31, 2004, the Company had goodwill with a
net carrying value of $855.0. As disclosed in Note 5 of
Notes to Financial Statements, the Company is required to
test goodwill for impairment annually and at other times if
events have occurred or circumstances exist that indicate
the carrying value of goodwill may no longer be
recoverable. The impairment test for goodwill involves a
two-step process. The first step compares the fair value of
a reporting unit with its carrying amount, including the
goodwill allocated to each reporting unit. If the carrying
amount is in excess of the fair value, the second step
requires the comparison of the implied fair value of the
reporting unit goodwill with the carrying amount of the
reporting unit goodwill. Any excess of the carrying value
of the reporting unit goodwill over the implied fair value
of the reporting unit goodwill will be recorded as an
impairment loss. Fair value of the reporting unit was
determined using the income approach. Under the income
approach, value is dependent on the present value of net
cash flows to lbe derived from the ownership. The income
approach requires significant estimates about future cash
flows and discount rates. As required, the Company
completed its annual impairment tests for its reporting
units during the fourth quarter of 2004. Based on the
results of the first step, the Company had no goodwill
impairment related to its four reporting units; Information
Management International, Information Management
North America, Customer Care and Employee Care.
Although the Company makes every reasonable effort to
ensure the accuracy of its estimate of the fair value of its
reporting units, future changes in the assumptions used to
make these estimates could result in the recording of an
impairment loss. For example, a 20% decline in the
Company’'s estimate of its Employee Care’s reporting unit’s
fair value could result in it performing the second step of
the impairment test as described above for the $126.8 of
goodwill recorded by this reporting unit. A 20% decrease,
however, in the estimate of the fair value of any of the
other three reporting units would not lead to any further

tests for impairment.
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Deferred Charges

In connection with certain of the Company’s outsourcing
arrangements, the Company from time to time will incur
direct and incremental costs, consisting principally of non-
refundable cash payments made to clients, to acquire or
extend a contractual relationship. To the extent recovery
of these costs is probable, the Company capitalizes these
costs and amortizes them ratably over the life of the
contract as a reduction of revenue.

In connection with its outsourcing arrangements, the
Company also performs initial implementations, which
include the installation and customization of its
proprietary software in its centers. Under these arrange-
ments, clients do not take possession of the software nor
have the right to take possession of the software without
incurring a significant penalty. In accordance with
Emerging Issues Task Force (EITF) Issue 00-03,
“Application of AICPA Statement of Position 97-2 to
Arrangements That Include the Right to Use Software
Stored on Another Entity’s Hardware,” the implementations
are not treated as separate elements for revenue
recognition purposes. Any proceeds collected for the
implementations are deferred and recognized over the
service period. Additionally, with respect to certain license
arrangements, the Company defers all revenue related to
the arrangements (including revenues related to the imple-
mentation services) and recognizes it over the period the
Company is providing support and maintenance. The
Company capitalizes all direct and incremental implemen-
tation and multiple-element costs, to the extent recovery
is probable, and amortizes them ratably over the life of the
arrangements as costs of providing service.

At inception and throughout the term of the contract, the
Company evaluates recoverability by considering profits to
be earned during the term of the contract, the credit-
worthiness of the client and, if applicable, contract
termination penalties payable by the client in the event
that the client terminates the contract early. The
Company’s estimate of profitability is dependent in large
part on its estimate of costs. Although the Company makes



every reasonable effort to accurately estimate costs,
revisions may be made based on actual costs incurred that
could result in the recording of an impairment loss.
Additionally, if the financial condition of a client were to
deteriorate, resulting in a reduced ability to make
payments, the Company may be unable to recover the
costs, which would result in an impairment loss. Finally,
the Company’s entitlement to termination fees may be
subject to challenge if a client were to allege that the
Company was in breach of contract. However, based on its
evaluation of the related contracts, the Company believes

that the $151.6 of deferred charges is recoverable.

Revenue Recognition

For certain contracts, the Company recognizes software
license and related professional and consulting revenues
using the percentage-of-completion method of accounting
by relating contract costs incurred to date to total
estimated contract costs at completion. During 2004, less
than 5% of the Company’s consolidated revenues were
recognized using the percentage-of-completion method.
This method of accounting relies on estimates of total
expected contract revenues and costs. This method is used
because reasonably dependable estimates of the revenues
and costs applicable to various stages of a contract can be
made. Because the financial reporting of these contracts
depends on estimates, which are assessed continually
during the term of the contracts, recognized revenues are
subject to revisions as the contracts progress to
completion. Revisions in estimates are reflected in the
period in which the facts that give rise to a revision
become known. Accordingly, favorable changes in
estimates result in additional revenue recognition, and
unfavorable changes in estimates result in the reversal of
previously recognized revenues. When estimates indicate a
loss under a contract, a provision for such loss is recorded
as a component of the costs of providing services. As work
progresses under a loss contract, revenues continue to be
recognized, and a portion of the contract loss incurred in

each period is charged to the contract loss reserve. The

Company believes it makes every reasonable effort to
ensure the accuracy of its estimates of completion.

Contingencies

The Company considers the likelihood of various loss
contingencies, including tax and legal contingencies
arising in the ordinary course of business, and its ability
to make a reasonable estimate of its loss. Pursuant to SFAS
No. 5, “Contingent Liabilities,” the Company accrues for a
loss contingency when it is probable that a liability has
been incurred and the amount of such loss can be

reasonably estimated.

The Company has filed or is in the process of filing federal,
state and foreign tax returns that are subject to audit by
the respective tax authorities. Although the ultimate
outcome is unknown, management believes that adequate
amounts have been provided for and any adjustments that
may result from tax return audits are not likely to have a
material, adverse effect on the Company's results of

operations, financial condition or cash flows.

As disclosed in Note 12 of Notes to Financial Statements,
six separate lawsuits were filed in the Court of Common
Pleas, Cuyahoga County, Ohio, against Cincinnati SMSA
Limited Partnership and other defendants. Convergys is a
limited partner of Cincinnati SMSA Limited Partnership,
with a 45% ownership interest. Five of the suits were filed
by companies purporting to be resellers (the “Resellers
Cases”), while the sixth was filed by an individual
consumer purporting to represent a class of damaged
consumers (the “Consumer Case”). Each of the Reseller
Cases seeks damages ranging from $1 to $3 plus treble
damages under Ohio law. The Consumer Case seeks
damages in excess of $60 plus treble damages under Ohio
law. All five of the Reseller Cases have been dismissed.
However, two of these dismissals are being appealed.

A motion to dismiss the Consumer Case is pending.

Pursuant to the partnership agreement, Convergys, as a
limited partner, has no right to direct or participate in the

defense of these actions and, therefore, has no current
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ability to assess the merit of any claims made in these
actions or identify any possible loss that could result from
these claims against the partnership.

Restructuring Accrual

The Company recorded significant restructuring charges
related to the reduction in headcount and facility closures
during 2004 and 2002. As of December 31, 2004, the
Company had a restructuring accrual of $61.2, $34.2 of
which relates to facility closure costs, which will be paid
over several years until the leases expire. The accrual is
equal to the future costs associated with those abandoned
facilities, net of the proceeds from any probable future
sublease agréements. The Company has used estimates,
based on consultation with real estate advisors, to arrive
at the proceeds from any future sublease agreements. As
evidenced by ithe $6.3 reversal of the restructuring accrual
for facility abandonment costs that was recorded in the
fourth quarter of 2004 (see Note 4 of Notes to Financial
Statements for further discussion), the Company will
continue to evaluate its estimates in recording the
facilities abandonment charge. As a result, there may be

additional charges or reversals in the future.

Other

The Company has made certain other estimates that, while
not involving the same degree of judgment, are important
to understanding the Company's financial statements.
These estimates are in the areas of measuring its
obligations related to its defined benefit plans, valuation
allowances related to its deferred tax assets, self-insurance
accruals, determining vendor specific objective evidence
(VSOE) of fair value in connection with its license arrange-

ments and assessing recoverability of intangible assets.

New Accounting Pronouncements

In December 2004, the Financial Accounting Standards
Board issued SFAS No. 123 (Revised 2004), “Share-Based
Payment” (SFAS No. 123R). This pronouncement requires all
share-based payments to employees, including grants of
employee stack options, to be recognized in the financial
statements based on their fair values. The Company is
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required to adopt SFAS No. 123R beginning July 1, 2005.
The adoption of this pronouncement is expected to result
in approximately $3 of incremental stock compensation

expense in 2005.

Risks Relating to Convergys and Its Business

Client consolidations could result in a loss of clients and
reduce the Company’s revenues.

Convergys serves clients in industries that have experi-
enced a significant level of consolidation in recent years.
The Company cannot assure that additional consolida-
tions will not occur in which Convergys’ clients acquire
additional businesses or are acquired. Such consolida-
tions may result in the termination of an existing client
contract, which would result in a decrease of the
Company’s revenues.

On October 26, 2004, Cingular completed its acquisition of
AT&T Wireless, the Company's largest client in terms of
revenue and a significant client for both IMG and CMG.
With respect to IMG, Cingular has stated their initial
intention is to migrate subscribers off of the AT&T Wireless
billing systems (that the Company supports) onto
Cingular's two in-house systems (one of which the
Company supports) by December 31, 2006. If this
migration occurs, it will have a negative impact on IMG’s
revenues and earnings.

CMG also has had a long-standing relationship with AT&T
Wireless for customer care services. CMG has not had a
relationship with Cingular, nor has Cingular had the
opportunity to evaluate the services that CMG provides to
AT&T Wireless. At this time, Cingular has not given any
indication that it intends to change its relationship with
CMG. Should Cingular’s acquisition of AT&T Wireless lead to
a reduction in CMG's business, it could have a negative
impact on CMG's revenues and earnings over time.

On December 15, 2004, Sprint PCS announced plans to
acquire and merge with Nextel Communications. Also, on
January 31, 2005, SBC Communications announced plans
to acquire and merge with AT&T Corporation. The impact of
these mergers on the Company is also unknown.



A large portion of the Company’s revenues are generated
from a limited number of clients, and the loss of one or
more of its clients could cause a reduction in its revenues.

The Company relies on several significant clients for a large
percentage of its revenues. Convergys’ three largest
clients, Cingular, DirecTV and Sprint PCS, represented
approximately 36.4% of Convergys’ 2004 revenues. The
Company’s relationship with Cingular is represented by
separate contracts/work orders with various operating
units across both IMG and CMG. The Company serves
DirecTV under a customer care contract. Its relationship
with Sprint PCS is represented by separate contracts with
IMG and CMG. It should be noted that beginning
February 2004, the customer care services provided to
Sprint PCS are through a contract between Sprint PCS and
IBM, whereby the Company serves as a subcontractor to
IBM. Also in October 2004, Cingular acquired AT&T
Wireless. These separate contracts/work orders with the
above clients have varying expiration dates, payment
provisions, termination provisions and other conditions.
Therefore, Convergys does not believe that it is likely that
its entire relationship with Cingular, DirecTV or Sprint PCS
would terminate at one time; and, therefore, it is not
substantially dependent on any particular contract/work
order with these clients. However, the loss of all of the
contracts/work orders within a particular client at the
same time or the loss of one or more of the larger
contracts/work orders within a client would adversely
affect the Company’s total revenues if the revenues from
such client were not replaced with revenues from that
client or other clients.

A large portion of the Company’s accounts receivable are
payable by a limited number of clients; the inability of
any of these clients to pay its accounts receivable or the
Company’s failure to deliver services that are contractually
prescribed could cause a reduction in the Company’s income.

Several significant clients account for a large percentage
of the Company’s accounts receivable. As of December 31,
2004, Convergys’ three largest clients, Cingular, DirecTV
and Sprint together accounted for 32.7% of the Company's
net accounts receivable (excluding the effects of the
accounts receivable securitization). During the past three

years, each of the clients set forth above has generally
paid its accounts receivable on a timely basis, and
Convergys has only had write-downs in connection with
such accounts receivable in line with those that it incurs
with other clients. The Company anticipates that, in 2005,
several clients will continue to account for a large
percentage of accounts receivable. Although as explained
above, Convergys has numerous contracts/work orders with
different units of these clients with varying terms and
provisions including payment provisions, if any of these
clients were unable, for any reason, to pay its accounts

receivable, the Company's income would decrease.

If Convergys’ clients are not successful, the amount of
business that they outsource and the prices that they
are willing to pay for such services may be diminished
and could result in reduced revenues for the Company.

Convergys’ revenues are dependent on the success of its
clients. If Convergys’ clients are not successful, the
amount of business that they outsource may be
diminished. Thus, although the Company has signed
contracts, many of which contain minimum revenue
commitments, to provide services to its clients, there can
be no assurance that the level of revenues to be received
from such contracts will meet expectations. In addition,
several clients, particularly in the communicatiens and
technology industries, have experienced substantial price
competition. As a result, the Company may face increasing
price pressure from such clients, which could negatively
affect its operating performance.

The Company’s failure to keep its technology up-to-date
may prevent the Company from remaining competitive.

Technology is a critical component of the Company’s
success, whether it is one of its billing software products
provided to a client through a license or data processing
outsourcing arrangement or technology used by customer
care or employee care agents in connection with
outsourcing services. In order to remain competitive, the
Company will need to continue to invest in the development
of new and enhanced technology. Although the Company is
committed to further investment in development, there can
be no assurance that the Company's technology will be
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Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations (continued)

adequate to meet its future needs or enable the Company to
remain competitive. The Company’s failure to keep its
technology up-to-date may hinder its ability to remain
competitive. As a result, competitors could attract business
from the Company's existing and potential clients and the

Company's revenues could decrease.

Defects or errors within its software products could
adversely affect the Company’s business, results of oper-
ations and financial condition.

Design defects or software errors may delay product intro-
ductions or damage client satisfaction and may have a
materially adverse effect on the Company’s business,
results of operations and financial condition. The
Company's billing software products are highly complex
and may, from time to time, contain design defects or
software errors that may be difficult to detect and/or
correct. Since the Company’s billing software products are
used by the Company and its clients to perform critical
business functions, design defects, software errors or other
potential problems within or outside of the Company’s
control may arise from the use of its software. It may also
result in financial or other damages to the clients, for
which the Company may be held responsible. Although the
Company’s license agreements with its clients generally
contain provisions designed to limit the Company’s
exposure to potential claims and liabilities arising from
client problems, these provisions may not effectively
protect the Company against such claims in all cases and

in all jurisdictions.

Claims and liabilities arising from client problems could
result in monetary damages to the Company and could
damage the Company's reputation, adversely affecting its
business, results of operations and financial condition.

Emergency interruption of data centers and customer
care and employee care contact centers could have an
adverse, material effect on the Company’s financial
condition and results of operations.

The Company's outsourcing operations are dependent upon
its ability to protect its proprietary software and client

information maintained in its data processing, customer
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care and employee care contact centers against damage
that may be caused by fire, natural disasters, power failure,
telecommunications failures, computer viruses, acts of
sabotage or terror and other emergencies. In the event the
Company experiences a temporary or permanent inter-
ruption at one or more of its data or contact centers,
through casualty, operating malfunction or other acts, the
Company may be unable to provide the data processing,
customer care and employee care services it is contractually
obligated to deliver. This could result in the Company being
required to pay contractual damages to some clients or
allow some clients to terminate or renegotiate their
contracts. Notwithstanding contingency plans and
precautions taken to protect the Company and its clients
from events that could interrupt delivery of services, there
can be no assurance that such interruptions would not
result in a prolonged interruption in the Company’s ability
to provide support services to its clients. Additionally, the
Company maintains property and business interruption
insurance; however, such insurance may not adequately
compensate the Company for any losses it may incur.

If the global trend toward outsourcing does not
continue, the Company’s financial condition and results
of operations could be materially affected.

Revenue growth depends in large part on the industry trend
toward outsourcing these services, particularly as it relates
to the Company's customer care and employee care
outsourcing operations. Outsourcing involves companies
contracting with a third party, such as Convergys, to provide
customer care and employee care services rather than
perform such services in-house. There can be no assurance
that this trend will continue, as organizations may elect to
perform such services in-house. A significant change in this
trend could have a materially adverse effect on the
Company’s financial condition and results of operations.

If the Company is unable to identify and complete
appropriate acquisitions as it has historically, the
Company may not be able to grow at the same rate that
it has historically.

Convergys” growth has been enhanced through acquisi-

tions of other businesses including their products, service




offerings and licenses. The Company continues to pursue
strategic acquisitions. If the Company is unable to make
appropriate acquisitions on reasonable terms, whether for
cash, Convergys securities or both, it may be difficult for
the Company to achieve the same level of growth as

achieved historically.

The Company is susceptible to business and political
risks from international operations that could result in
reduced revenues or earnings.

Convergys operates businesses in many countries outside
the United States, which are located throughout North and
South America, Europe, the Middle East and the Asian
Pacific region. In connection with its strategy, the
Company plans to capture more of the international billing
and employee care markets. Additionally, there is
increasing demand for offshore customer care outsourcing
capacity from North American companies. As a result, the
Company expects to continue expansion through start-up
operations and acquisitions in additional countries.
Expansion of its existing international operations and
entry into additional countries will require management
attention and financial resources. In addition, there are
certain risks inherent in conducting business interna-
tionally including: exposure to currency fluctuations,
longer payment cycles, greater difficulties in accounts
receivable collection, difficulties in complying with a
variety of foreign laws, unexpected changes in legal or
regulatory requirements, difficulties in staffing and
managing foreign operations, political instability and
potentially adverse tax consequences. To the extent that
the Company does not manage its international operations
successfully, its business could be adversely affected and

its revenues and/or earnings could be reduced.

In addition, there has been political discussion and debate
related to worldwide competitive sourcing, particularly
from the United States to offshore locations. In the past,
there has been proposed federal and state legislation
related to this issue. Future legislation, if enacted, could
have an adverse effect on the Company’s results of opera-
tions and financial condition.

If the U.S. dollar does not strengthen, the Company's
earnings will continue to be negatively impacted.

CMG serves an increasing number of its U.S.-based
customer care clients using contact center capacity in
Canada, India and the Philippines. Although the contracts
with these clients are typically priced in U.S. dollars, a
substantial portion of the costs incurred by CMG to operate
these non-U.S. contact centers is denominated in Canadian
dollars, Indian rupees or Philippine pesos, which represents
a foreign exchange exposure to the Company. The Company
enters into forward exchange contracts and optiens to limit
potential foreign currency exposure. As the U.S. dollar
weakened 2004, the operating expenses of these contact
centers, once translated into U.S. dollars, increased in
comparison to prior years. The increase in operating
expenses was offset partially by gains realized through the
settlement of Canadian dollar forward exchange contracts.
If the U.S. dollar does not strengthen, the Company’s

earnings will continue to be negatively impacted.

If the Company does not effectively manage its capacity,
its results of operations could be adversely affected.

The Company's ability to profit from the global trend toward
outsourcing depends largety on how effectively it manages
its customer care and employee care contact center
capacity. There are several factors and trends that have
intensified the challenge of contact center management.
In order to create the additional capacity necessary to
accommodate new or expanded outsourcing projects, the
Company must consider opening new contact centers. The
opening or expansion of a contact center may result, at
least in the short term, in idle capacity until any new or
expanded program is implemented fully. The Company
periodically assesses the expected long-term capacity
utilization of its contact centers. As a result, it may, if
deemed necessary, consolidate, close or partially close
under-performing contact centers in order to maintain or
improve targeted utilization and margins. There can be no
assurance that the Company will be able to achieve or

maintain optimal utilization of its contact center capacity.
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Items 7. (continued), 7A. and 8.

The Company’s failure to successfully manage consolida-
tion could cause its business to suffer.

As part of the consolidation of facilities, the Company
believes that it will sublease or assign a portion of that
surplus space and recover certain costs associated with it.
To the extent that it is not successful in achieving this

result, the Company's expenses will increase.

If the Company is unable to hire or retain qualified
personnel in certain areas of its business, its ability to
execute its business plan could be impaired and
revenues could decrease.

Convergys employs approximately 66,300 employees
worldwide. Despite the recent headcount reductions, the
Company continues to recruit and hire qualified persons in
the research and development, sales, marketing and
administrative and services areas of its business in several
parts of the world. At times, the Company has experienced
difficulties in hiring personnel with the right training or
experience. Additionally, particularly with regards to CMG
where the business is very labor-intensive, quality service
depends on the Company's ability to control personnel
turnover. Any significant increase in the employee
turnover rate could increase recruiting and training costs
and decrease operating effectiveness and productivity.
Also, if the Company would obtain several significant new
clients or implement several new, large-scale programs, it
may need to recruit, hire and train qualified personnel at
an accelerated rate. The Company may not be able to
continue to hire, train and retain sufficient, qualified
personnel to adequately staff new client projects. Because
a significant portion of the Company’s operating costs
relate to labor costs, an increase in wages, costs of
employee benefits or employment taxes could have a
materially adverse effect on the Company’s business,

results of operations or financial condition.

Continued war and terrorist attacks or other civil distur-
bances could lead to economic weakness and could
disrupt the Company’s operations resulting in a decrease
of its revenues and earnings.

In March 2003, the United States went to war against Iraq
and, in September 2001, the United States was a target of
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unprecedented terrorist attacks. These attacks have caused
uncertainty in the global financial markets and in the
United States economy. The war and any additional
terrorist attacks may lead to continued armed hostilities or
further acts of terrorism and civil disturbances in the
United States or elsewhere, which may contribute to
economic instability in the United States and disrupt
Convergys” operations. Such disruptions could cause
service interruptions or reduce the quality level of the
services that the Company provides, resulting in a
reduction of its revenues. In addition, these activities may
cause the Company’s clients to delay or defer decisions
regarding their use of the Company's services and, thus,
delay the Company’s receipt of additional revenues.

Item 7A. Quantitative and
Qualitative Disclosures about
Market Risk

The information required by Item 7A is included in Item 7
on pages 30-31 of this Form 10-K.

Item 8. Financial Statements and
Supplementary Data

Beginning on page 42 and continuing through page 65 are
the consolidated financial statements with applicabte
notes and the related Report of Independent Registered
Public Accounting Firm on Management’s Assessment of
Internal Control Over Financial Reporting and Report of
Independent Registered Public Accounting Firm, and the
supplementary financial information specified by Item 302
of Regulation S-K.




Report of Management

Management’s Responsibilities for and
Audit Committee Oversight of the Financial
Reporting Process

The management of Convergys Corporation is responsible
for the preparation, integrity and fair presentation of the
consolidated financial statements and all related
information appearing in this Annual Report. The consoli-
dated financial statements and notes have been prepared
in conformity with accounting principles generally
accepted in the United States and include certain
amounts, which are estimates based upon currently
available information, and management’s judgment of

current conditions and circumstances.

The Audit Committee, consisting entirely of independent
directors, meets regularly with management, internal
auditors and the independent registered public accounting
firm, and reviews audit plans and results, as well as
management’s actions taken in discharging responsibilities
for accounting, financial reporting and internal control.
Ernst & Young LLP, independent registered public
accounting firm, and the internal auditors have direct and
confidential access to the Audit Committee at all times to

discuss the results of their examinations.

Management’s Report on Internal Control
over Financial Reporting

Convergys’ management is also responsible for establishing
and maintaining adequate internal control over financial
reporting that is designed to produce reliable financial
statements in conformity with accounting principles
generally accepted in the United States. The system of
internal control over financial reporting is evaluated for
effectiveness by management and tested for reliability
through a program of internal audits. Actions are taken to
correct potential deficiencies as they are identified. Any
internal control system, no matter how well designed, has
inherent limitations, including the possibility that a
control can be circumvented or overridden and misstate-
ments due to error or fraud may occur and not be detected.
Also, because of changes in conditions, internal control

effectiveness may vary over time. Accordingly, even an

effective system of internal control will provide only
reasonable assurance with respect to financial statement
preparation and presentation.

Convergys’ management assessed the effectiveness of the
Company's internal control over financial reporting as of
December 31, 2004. In making this assessment, it used
the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in
Internal Control— Integrated Framework. Based on its
assessment, management has concluded that, as of
December 31, 2004, the Company’s internal control over

financial reporting is effective based on those criteria.

Convergys engaged Ernst & Young LLP in 2004 to perform
an integrated audit of the consolidated financial
statements in accordance with auditing standards of the
Public Company Accounting Oversight Board (United
States). Their report appears on page 41. Additionally,
Ernst & Young has issued an audit report on management’s
assessment of the Company’s internal control over
financial reporting. This report appears on page 40.

/s/ James F. Orr

James F, Orr

President and Chief Executive Officer
/s/ Earl C. Shanks

Earl C. Shanks
Chief Financial Officer
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Report of Independent Registered Public Accounting Firm on
Management’s Assessment of Internal Control Over Financial Reporting

To the Board of Directors and Shareholders
of Convergys Corporation

We have audited management’s assessment, included in
Management’s Report on Internal Control over Financial
Reporting in the accompanying Report of Management,
which is located under Item 8 on page 39, that Convergys
Corporation maintained effective internal control over
financial reporting as of December 31, 2004, based on criteria
established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the
Treadway Commission (the C0SO criteria). Convergys
Corporation’s management is responsible for maintaining
effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over
financial reporting. Our responsibility is to express an opinion
on management’s assessment and an opinion on the effec-
tiveness of the company’s internal control over financial

reporting based on our audit.

We conducted our audit in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was
maintained in: all material respects. Our audit included
obtaining an understanding of internal control over
financial reporting, evaluating management’s assessment,
testing and evaluating the design and operating effec-
tiveness of internal control, and performing such other
procedures as we considered necessary in the circum-
stances. We believe that our audit provides a reasonable

basis for our opinion.

A company’s internal control over financial reporting is a
process designed to provide reasonable assurance
regarding the reliability of financial reporting and the
preparation of financial statements for external purposes
in accordance with generally accepted accounting princi-
ples. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to
the maintenance of records that, in reasonable detail,

accurately and fairly reflect the transactions and disposi-
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tions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance
with generally accepted accounting principles, and that
receipts and expenditures of the company are being made
only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the

financial statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstate-
ments. Also, projections of any evaluation of effectiveness
to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or
that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, management’s assessment that Convergys
Corporation maintained effective internal control over
financial reporting as of December 31, 2004, is fairly
stated, in all material respects, based on the COSO criteria.
Also, in our opinion, Convergys maintained, in all material
respects, effective internal control over financial reporting
as of December 31, 2004, based on the (050 criteria.

We also have audited, in accordance with the standards of
the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Convergys
Corporation as of December 31, 2004 and 2003, and the
related consolidated statements of income and compre-
hensive income, shareholders” equity, and cash flows for each
of the three years in the period ended December 31, 2004 of
Convergys Corporation and our report dated February 28,
2005 expressed an ungualified opinion thereon.

/s/ Ernst & Young LLP

Ernst & Young LLP
Cincinnati, Ohio
February 28, 2005




Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders
of Convergys Corporation

We have audited the consolidated balance sheets of
Convergys Corporation as of December 31, 2004 and 2003,
and the related consolidated statements of income and
comprehensive income, shareholders” equity, and cash
flows for each of the three years in the period ended
December 31, 2004. Our audits also included the financial
statement schedule listed in the Index at Item 15(a).
These financial statements and schedule are the responsi-
bility of the Company’s management. Qur responsibility is
to express an opinion on these financial statements and
schedule based on our audits.

We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the
accounting principles used and significant estimates made
by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated
financial position of Convergys Corporation at December 31,
2004 and 2003, and the consolidated results of its
operations and its cash flows for each of the three years in
the period ended December 31, 2004, in conformity with
accounting principles generally accepted in the United
States. Also, in our opinion, the related financial statement
schedule for each of the three years ended December 31,
2004, when considered in relation to the basic financial
statements taken as a whole, presents fairly, in all material
respects, the information set forth therein.

We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of Convergys Corporation’s
internal control over financial reporting as of
December 31, 2004, based on criteria established in
Internal Control— Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway
Commission and our report dated February 28, 2005,
expressed an unqualified opinion therein.

/s/ Ernst & Young LLP

Ernst & Young LLP
Cincinnati, Ohio
February 28, 2005
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Consolidated Statements of Income and Comprehensive Income

Year Ended December 31,

{Amounts in Millions Except Per Share Amounts) 2004 2003 2002
REVENUES . . ... o $2,487.7 $2,288.8 $2,286.2
Costs and Expenses:
Costs of products and services 3. . ... ............. ... 1,542.0 1,320.9 1,264.9
Selling, igeneral and administrative expenses. .. .......... 511.1 458.2 409.5
Research and developmentcosts................. .. ... 77.5 94.3 113.7
Depreciation ....... . .. . .. 119.1 108.9 122.7
Amortization . . ... .. e 22.1 15.1 14.4
Restructuring and impairment charges. . ................ 30.4 (1.0) 107.7
Total costs and expenses . ............. ... ..... 2,302.2 1,996.4 2,032.9
Operating Income ...... ... ... .. .. .. .. ... i 185.5 292.4 253.3
Equity in earnings (loss) of Cellular Partnerships ............... 2.0 (12.8) 6.4
Other expense, net . ... ...t (3.8) (1.3) (4.3)
Interest expense . ... ..o e (10.3) (6.9) (11.0)
Income before income taxes....... ..ot 173.4 271.6 244 .4
Income taxes. . ... ... 61.9 100.0 98.5
Net Income ... ... ... .. .. .. .. .. i $ 1115 $ 171.6 $ 1459

Other Comprehensive Income, Net of Tax:

Currency translation adjustments. .. ................ ... $ 8.8 $ 148 $ 59

Minimum pension liability

(net of tax of ($4.1), $5.4and $0.0) ............... ... 7.4 (9.8) —

Unrealized gain on hedging activities

(net of tax of $2.9, $12.7 and $2.6) . ... .. ... ... ... .. 6.2 19.1 4.5
Total Comprehensive Income .. .......................... $ 133.9 $ 195.7 $ 156.3

Earnings per.common share:

BaSIC . v it e $ 0.79 $ 1.18 $ 0.90

Diluted . . . ... $ 077 $ 115 $ 0.88
Weighted average common shares outstanding:

BasiC . . e 141.4 145.7 162.9

Diluted . . . ... 145.4 148.8 166.1

11 Exclusive of depréciation and amortization, with the exception of amortization of deferred charges as disclosed in Note 2 of Notes to Financial Statements,

The accompanying notes are an integral part of the financial statements.
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Consolidated Balance Sheets

At December 31,

{(Amounts in Miltions) 2004 2003
Assets
Current Assets
Cash and cash equivalents . ... ... ... .. . . i $ 58.4 $ 37.2
Receivables, net of allowances of $17.9 and $20.4 .. ... ... ... ... .... 447.3 298.1
Deferred income tax benefits . ... .. ... — 23.0
Prepaid expenses and other current assets....... ... . ... ... 87.1 61.2
Total current @ssets. .. ... ... 592.8 419.5
Property and equipment, net...... .. .. .. . L. 416.6 363.8
Goodwill, net . . .o e e 855.0 726.3
Other intangibles, met . .. ... ... 58.0 45.0
Investments in Cellular Partnerships . ... ... ... ... .. ... . . . ... . ... . ... .... 34.6 47.2
Deferred charges . . ... .. . 151.6 153.5
Deferred income tax benefit ... . ... . . o 46.2 —
Other @ssets o v v o e e 53.3 54.9
Total Assets ... ... ... . i $2,208.1 $1,810.2
Liabilities and Shareholders’ Equity
Current Liabilities
Debt maturing withinoneyear. ... ... ... ... .. ... . . e $ 49,5 $ 76.0
Payables and other current Uabilities. . ........ ... .. ... ..., 527.9 466.7
Total current labilities . .. ... ... ... 577.4 542.7
Long-term debt . .. .. . L 302.2 58.8
Other long-term labilities . . ... ... oo 43.2 57.0
Total Habilities . .. ..ot e 922.8 658.5
Commitments and Contingencies
Shareholders’ Equity
Preferred shares —without par value, 5.0 authorized; none outstanding ... ... — —
Common shares —without par value, 500.0 authorized;
175.3 outstanding in 2004 and 174.6 in 2003. .. .. ....... .. ... .. ... 873.6 847.6
Treasury stock —33.3 shares in 2004 and 31.4 shares in 2003 . ............ (573.3) (547.0)
Retained earnings . ... ... ... . 946.9 835.4
Accumulated other comprehensive income . ........ ... ... .. ... ..., 38.1 15.7
Total shareholders” equity . . ... ... .. .. 1,285.3 1,151.7
Total Liabilities and Shareholders’ Equity.................... $2,208.1 $1,810.2

The accompanying notes are an integral part of the financial statements.
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Consolidated Statements of Cash Flows

Year Ended December 31,

{(Amounts in Millions) 2004 2003 2002

Cash Flows From Operating Activities:
NELINCOME . . it e e e $111.5 $171.6 $145.9

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization. ........ ... ... ...... 141.2 124.0 137.1
Deferred income tax expense (benefit) .............. 14.8 44,7 (10.6)
Restructuring, impairment and integration costs....... — — 19.4
Cellular Partnerships earnings less than
(in excess of) distributions ........ ... ... . ... ... (1.7) 13.8 (2.8)
Income tax benefit from stock option exercises........ 1.7 1.6 3.7
Stock compensation expense . . ......... .o 19.2 10.7 14.1
Increase (decrease) in amounts sold under
receivables securitization, net. ... ... ... ... ... ... (75.0) 25.0 130.0
Changes in assets and liabilities, net of effects from acquisitions:
Decrease in receivables ........... ... ... ... ..., (58.1) (7.9) (27.4)
Decrease (increase) in other current assets ........... (14.7) 19.0 (12.8)
Decrease (increase) in deferred charges.............. 1.9 (58.4) (7.3)
Decrease (increase) in other assets and liabilities . . . ... 13.7 (9.1) 1.0
Increase in payables and other current liabilities. . . . ... 37.8 40.1 51.7
Other, net .. ... .. ... . 31 (1.6) 1.3
Net cash provided by operating activities......... 195.4 373.5 443.3
Cash Flows From Investing Activities:
Capital expenditures .. ......... ... ... i (156.2) (173.8) (90.8)
Investments in Cellular Partnerships .. ................... — (22.9) —
Return of .capital from Cellular Partnerships ... ............ 14.3 — —
Acquisitions, net of cash acquired. ... ... ... .. ... ..., (223.0) (40.5) (28.4)
Net cash used in investing activities ............ (364.9) (237.2) (119.2)

Cash Flows From Financing Activities:

Borrowings (repayments) of debt, net........... ... ... .. (36.1) 24.0 21.3
Issuance of 5-year notes payable, net...... ... ........... 248.0 — —
Borrowings of mortgage note . ... ... ... ... — 55.5 —
Repayment of medium-term notes. . ....... .. ... . ... ... .. - — (100.0)
Purchase of treasury shares. ... ............ ... ........ - (26.3) (195.9) (282.2)
Issuance of common shares. . ............ ... . ...... 5.1 5.1 7.9

Net cash provided by (used in) financing activities. . 190.7 (111.3) (353.0)

Net increase (decrease) in cash and cash equivalents. ........... 21.2 25.0 (28.9)
Cash and cash equivalents at beginning of year................ 37.2 12.2 41.1
Cash and cash equivalents atend of year. . ........... ... .... $ 58.4 $ 37.2 $ 12.2

Supplemental Cash Flow Information:
Cash paid forinterest ........ ... ... .. .. ... . ... $ 10.2 $ 6.3 $ 13.2
Income taxes paid, net of refunds. .. ....... ... ... ... .. $ 12.9 $ 50.7 $112.9

The accompanying riotes are an integral part of the financial statements.
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Consolidated Statements of Shareholders’ Equity

Accumulated
Number of Other
Common Common Treasury Retained Comprehensive
(Amounts in Miltions) Shares Shares Stock Earnings Income (Loss) Total
Balance at January 1, 2002 ............ 172.2 $ 804.6 $ (68.9) $517.9 $(18.8) §$ 1,234.8
Issuance of common shares . .......... 1.2 11.5 11.5
Repurchase of common shares ......... (282.2) (282.2)
Netincome ....................... 145.9 145.9
Other comprehensive income .......... 10.4 10.4
Amortization of stock-based
compensation ..................... 14.1 14.1
Balance at December 31, 2002 ......... 173.4 830.2 (351.1) 663.8 (8.4)  $1,134.5
Issuance of common shares . .......... 1.2 6.7 6.7
Repurchase of common shares ......... (195.9) (195.9)
Netincome ....................... 171.6 171.6
Other comprehensive income . ......... 24.1 24.1
Amortization of stock-based
compensation .......... ... ..., 10.7 10.7
Balance at December 31, 2003 ....... .. 174.6 847.6 (547.0) 835.4 15.7 1,151.7
Issuance of common shares . .......... 0.7 6.8 6.8
Repurchase of common shares . ........ (26.3) (26.3)
Netincome ............... ... .... 111.5 111.5
Other comprehensive income . ......... 22.4 22.4
Amortization of stock-based
compensation ................. ..., 19.2 19.2
Balance at December 31, 2004 ......... 175.3 $873.6  $(573.3) $946.9 $38.1 $1,285.3

The accompanying notes are an integral part of the financial statements.
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Notes to Financial Statements

(Amounts in Millions Except Share and Per Share Amounts)

1. Background and Basis of Presentation
Convergys Corporation (the Company or Convergys) is a
global leader in the provision of outsourced customer care,
employee care and integrated billing software services. The
Company has two reporting segments: (i) the Customer
Management Group (CMG), which provides outsourced
customer care and employee care services; and (ii) the
Information Management Group (IMG), which provides
outsourced billing and information services and software.
The Company has developed a base of recurring revenues
by providing value-added billing and customer care and
employee care solutions for its clients, generally under
long-term contracts.

Certain prior year amounts have been reclassified in the
consolidated financial statements and accompanying notes
to conform to 2004 classifications.

2. Accounting Policies

Conseolidation —The consolidated financial statements
include the accounts of the Company’s wholly owned
subsidiaries. All significant intercompany accounts and

transactions are eliminated upon consolidation.

Use of Estimates — Preparation of financial statements in
conformity with accounting principles generally accepted
in the United States requires management to make
estimates and assumptions that affect the amounts

reported. Actual results could differ from those estimates.

Foreign Currency — Assets and liabilities of foreign
operations are translated to U.S. dollars at yearend
exchange rates. Revenues and expenses are translated at
average exchange rates for the year. Translation
adjustments are accumulated and reflected as adjustments

to comprehensive income.

Revenue Recognition —Revenues for outsourced
customer care and employee care services related to CMG
are recognized after the related services are performed
based on hourly, monthly, per call or per participant rates

detailed in the client contract. IMG generates its revenues
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from three primary sources: data processing, professional
and consulting services and license and other services.
Data processing revenues consist of monthly fees for
processing client transactions in IMG's data centers and, in
some cases, the clients’ data centers, using IMG’s
proprietary software. Professional and consulting revenues
consist of fees generated for installation, implementation,
customization, training and managed services related
either to the clients’ use of IMG's software in IMG's data
centers or in their own processing environments. License
and other revenues consist of revenues generated from the
sale of licenses to use IMG's proprietary software and
related software support and maintenance fees.

The Company's revenues are recognized in conformity with
Securities and Exchange Commission Staff Accounting
Bulletin No. 104, “Revenue Recognition,” Emerging Issues
Task Force (EITF) Issue No. 00-21, “Revenue Arrangements
with Multiple Deliverables,” and Statement of Position
(S0P) 97-2, “Software Revenue Recognition.” Revenues are
recognized only when there is evidence of an arrangement
and the Company determines that the fee is fixed and
determinable and collection of the fee included in the
arrangement is considered probable. When determining
whether the fee is considered fixed and determinable and
collection is probable, the Company considers a number of
factors including the creditworthiness of the client and the
contractual payment terms. If a client is not considered
creditworthy, all revenue under arrangements with that
client is recognized upon receipt of cash. If payment terms
extend beyond what is considered customary or standard
in the related industry and geographic location, the
related fees are considered extended and deferred until
they become due and payable.

Combined, CMG revenues and IMG data processing
revenues accounted for 85.6%, 85.8% and 84.3% of the
Company’s consolidated revenues in 2004, 2003 and 2002,
respectively. These revenues are typically recognized as
services are performed on a per subscriber, per event,
per call or per participant basis using rates that are
detailed in the client contract. For a limited number of




engagements where the client pays a fixed fee, revenues
are recognized using the proportional performance
method, straight-line method or upon final completion,
based on specific facts and circumstances of the client
arrangement. Supplemental revenues can sometimes be
earned depending on service levels or achievement of
certain performance measurement targets. The Company
recognizes these supplemental revenues only after it has
achieved the required measurement target. The Company
invoices its clients for services on a monthly basis.

The majority of IMG’s professional and consulting fees are
invoiced monthly to the Company’s clients based on time
and materials incurred at contractually agreed upon rates.
In some instances, particularly as it relates to IMG's inter-
national license arrangements, the Company invoices for
professional and consulting services based upon a fixed
fee. Professional and consulting services provided in
connection with license arrangements are evaluated to
determine whether those services are essential to the
client’s functionality of the software. When significant
customization or modification of the software and the
development of complex interfaces are required to meet
the client’s functionality, those services are considered
essential. Accordingly, the related professional and
consulting revenue is recognized together with the license
fee using the percentage-of-completion method. The
Company calculates the percentage of work completed by
comparing contract costs incurred to date to total
estimated contract costs at completion. When the profes-
sional and consulting services provided in connection with
license arrangements are not considered essential or when
professional and consulting services are provided in
connection with outsourcing arrangements, the revenues
are recognized as the related services are delivered.

IMG's license arrangements are contracted as either
perpetual or term licenses, depending on the software

product. As noted above, when IMG provides professional

and consulting services that are considered essential to the .

software’s functionality, the license element is recognized

together with the professional and consulting element using

the percentage-of-completion method. When IMG is not
required to provide services that are considered essential to
the software’s functionality, the license element is
recognized upan delivery of the software, assuming all other
revenue recognition criteria have been met.

The Company typically is engaged to provide support and
maintenance services in connection with its ticense arrange-
ments. Revenues for support and maintenance services are
recognized ratably over the term of the agreement. For
these multiple element arrangements, the Company
allocates the contract value to the elements based on fair
value of the individual elements. Fair value is determined
using vendor specific objective evidence (VSOE), which
represents the normal pricing for these elements when sold
separately. For a limited number of its license arrangements,
the Company does not have sufficient VSOE of fair value
of its undelivered elements, principally related to support
and maintenance. As a result, revenue for the entire
arrangement, including license fees and related professional
and consulting fees, is deferred and recognized over the
term of the support and maintenance period.

In connection with the Company’s outsourcing arrange-
ments, the Company often performs initial implementa-
tions, including the installation and customization of its
proprietary software in its centers. Under these arrange-
ments, a client does not take possession of the software
nor has the right to take possession of the software
without incurring a significant penalty. In accordance with
EITF Issue 00-03, “Application of AICPA Statement of
Position 97-2 to Arrangements That Include the Right to
Use Software Stored on Another Entity’s Hardware,” the
implementations are not treated as separate elements.
Accordingly, any proceeds collected for the implementa-

tions are deferred and recognized over the service period.

Stock Compensation— Convergys provided stock options
and other stock-based awards to certain employees and
directors. The Company accounts for these awards using
the intrinsic value method pursuant to Accounting

Principles Board Opinion No. 25, “Accounting for Stock
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Issued to Employees,” and related interpretations. If the
Company had elected to recognize compensation cost for
the issuance of options to Company employees based on
the fair value at the grant dates, prescribed by SFAS
No. 123, “Accounting for Stock-Based Compensation,” net
income and earnings per share would have been impacted

as follows:
Year Ended December 31,
2004 2003 2002

Net income:

Net income, asreported ... .. $111.5 $171.6 $145.9

Add: Stock-based employee

compensation expense determined

under the intrinsic method,

net of related tax effects ... .. 12.4 6.8 9.0

Deduct: Stock-based employee

compensation expense determined

under fair value based method

for all awards, net of related

tax effects .. ... L.l (34.7) (45.3) (54.2)

Proforma ......iviiiinnn $ 89.2 $133.1 $100.7
Basic earnings per share:

Asreported .............. $ 0.79 $ 1.18 $ 0.90

Proforma ............... $ 0.63 $ 0.91 $ 0.62
Diluted earnings per share:

Asreported . ............. $ 0.77 $ 1.15 $ 0.88

Proforma ............... $ 0.61 $ 0.90 § 0.61

Income Taxes—The Company accounts for income taxes
pursuant to SFAS No. 109, “Accounting for Income Taxes,”
which requires recognition of deferred tax assets and liabil-
ities for the expected future income tax consequences of
transactions that have been included in the financial state-
ments or tax returns. Under this method, deferred tax assets
and liabilities are determined based on the differences
between the financial statement and tax basis of assets and
liabilities using enacted tax rates in effect for the year in
which the differences are expected to reverse. Deferred tax
assets are reduced by a valuation allowance for amounts
that do not satisfy the realization criteria of SFAS No. 109.

Other Comprehensive Income (Loss) —Components of
other comprehensive income consist of currency

translation adjustments, minimum pension liabilities, net
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of tax, and unrealized gains (losses) on hedging activities,
net of tax. Foreign currency translation adjustments
generally are not adjusted for income taxes as they relate
to indefinite investments in non-U.S. operations.

Concentration of Credit Risk—In the normal course of
business, the Company is exposed to credit risk. The
principal concentrations of credit risk are cash deposits,
accounts receivable and derivative instruments. The
Company regularly monitors credit risk exposures and takes
steps to mitigate the likelihood of these exposures

resulting in a loss.

Historically, credit losses on accounts receivable have not
been material because of the large concentration of
revenues with a small number of large, established
companies. The Company does not require collateral or
other security to support accounts receivable. The
Company evaluates the creditworthiness of its clients in
conjunction with its revenue recognition processes, as
discussed above, as well as through its ongoing collec-
tability assessment processes for accounts receivable. The
Company maintains an allowance for doubtful accounts
receivable based upon factors surrounding the credit risk
of specific clients, historical trends and other information.

Cash Equivalents —Cash equivalents consist of short-
term, highly liguid investments with original maturities of

three months or less.

Receivables —Trade receivables are comprised primarily of
amounts owed to the Company through its billing and
information services and software, customer care and
employee care services and are presented net of an
allowance for doubtful accounts of $17.9 and $20.4 at
December 31, 2004 and 2003, respectively. Contracts with
individual clients determine when receivables are due,
generally within 30 days, and whether interest is accrued
on late payments.

Property and Equipment — Property and equipment is
stated at cost. Depreciation is based on the straight-line

method over the estimated useful lives of the assets.




Buildings are depreciated over a 30-year life, software over
a three- to six-year life and equipment generally over a
three- to five-year life. Leasehold improvements are
depreciated over the shorter of their estimated useful life
or the remaining term of the associated lease.

Software Development Costs —Research and development
expenditures are charged to expense as incurred. The
development costs of software to be marketed are charged
to expense until technological feasibility is established,
and capitalized thereafter, subject to assessment of realiz-
ability. Amortization of the capitalized amounts is
computed using the greater of the sales ratio method or
the straight-line method over a life of four years or less.

Internal Use Software —The Company follows SOP 98-1,
“Accounting for the Costs of Computer Software Developed
or Obtained for Internal Use,” that requires the capital-
ization of certain expenditures for software that is
purchased or internally developed for use in the business.
Amortization of internal use software begins when the
software is ready for service and continues on the straight-
tine method generally over a three-year life.

Goodwill and Other Intangibles — As discussed more fully
in Note 5, goodwill is tested at least annually for
impairment. Other intangibles are amortized over a straight-
line basis with lives ranging from two to ten years and
evaluated periodically if events or circumstances indicate a

possible inability to recover their carrying amounts.

Deferred Charges—In connection with certain of the
Company's outsourcing arrangements, the Company from
time to time will incur direct and incremental costs,
consisting principally of non-refundable cash payments to
clients, to acguire or extend a contractual relationship. To
the extent recovery of these costs is probable, the Company
capitalizes these client acquisition costs and amortizes them
ratably over the life of the contract as a reduction of revenue.

As more fully described under the heading, “Revenue
Recognition,” the Company often performs, in connection
with its outsourcing arrangements, initial implementations,

including the installation and customization of its propri-
etary software in its centers. Additionally, with regard to
certain license arrangements where the Company does not
have sufficient VSOE of support and maintenance elements,
the Company defers all revenue related to the arrangement
(including revenues related to implementations) and recog-
nizes it over the term of the support and maintenance
period. In connection with these arrangements, the Company
capitalizes all direct and incremental implementation and
multiple-element costs, to the extent recovery of these costs
is probable, and amortizes them ratably over the life of the

arrangements as costs of providing service.

The Company evaluates probability of recovery by considering
profits to be earned during the term of the related contract,
the creditworthiness of the client and, if applicable, contract
termination penalties payable by the client in the event that
the client terminates the contract early.

During 2004, 2003 and 2002, the Company capitalized
$48.2, $98.8 and $38.1 of client acquisition and imple-
mentation costs, respectively. The related amortization for
these years was $50.1, $40.4 and $30.8, respectively.

Investments —The Company owns 45% limited partner-
ship interests in Cincinnati SMSA Limited Partnership and
Cincinnati SMSA Tower Holdings LLC (the Cellular
Partnerships). Cincinnati SMSA Limited Partnership, a
provider of wireless communications in central and south-
western COhio and northern Kentucky, conducts its
operations as a part of Cingular Wireless LLC (Cingular), a
joint venture between SBC Communications and BellSouth
Corporation and the largest wireless provider in the United
States. Cingular is the general partner as well as a limited
partner with a combined partnership interest of approxi-
mately 53%. SBC Communications is the general partner
and a limited partner of Cincinnati SMSA Tower Holdings
LLC, an operator of cellular tower space, with a combined
partnership interest of approximately 53%. The general
partners are authorized to conduct and manage the

" business of the Cellular Partnerships. The Company, as a

limited partner, does not take part in, or interfere with,

Convergys Corporation 2004 Annual Report 49




Notes to Financial Statements (continued)

(Amounts in Millions Except Share and Per Share Amounts)

the day-to-day management of the Cellular Partnerships by
the general partners. Limited partners are entitled to their
percentage share of earnings, losses and cash distribu-
tions, The Company accounts for its interest in the Cellular
Partnerships under the equity method of accounting.

Postemployment Benefits —The Company provides
severance benefits to certain employees. Pursuant to SFAS
No. 112, “Employers’ Accounting for Postemployment
Benefits,” the Company accrues the benefits when it
becomes probable that such benefits will be paid and when
sufficient information exists to make reasonable estimates

of the amounts to be paid.

Deferred Revenue and Government Grants — Client
payments in excess of revenue recognized are recorded as
deferred revenue. From time to time, the Company receives
grants from local or state governments as an incentive to
locate or retain operations in their jurisdictions.
Depending on the arrangement, the grants are either
received up-front or at the point the Company achieves the
milestones set forth in the grant. The Company’s policy is
to record the grant monies received as deferred income and
recognize income as either a reduction of costs of service
expense, selling, general and administrative expense or
depreciation expense as the milestones are met over the
term of the grant. The terms of the grants range from 6 to
15 years. The Company's deferred revenue and government
grants amounted to $96.7 and $75.8 at December 31, 2004
and 2003, respectively.

Derivative Instruments —The Company’s risk management
strategy includes the use of derivative instruments to
reduce the effects on its operating results and cash flows
from fluctuations caused by volatility in currency exchange
and interest rates. The Company currently uses cash flow
and fair value hedges. These instruments are hedges of
forecasted transactions or of the variability of cash flows
to be received or paid related to a recognized asset or
liability. The Company generally enters into forward
exchange contracts and options expiring within 24 months
as hedges of anticipated cash flows denominated in
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foreign currencies. These contracts are entered into to
protect against the risk that the eventual cash flows
resulting from such transactions will be adversely affected
by changes in exchange rates. In using derivative financial
instruments to hedge exposures to changes in exchange
rates and interest rates, the Company exposes itself to
some counterparty credit risk. Additionally, the Company
from time to time enters into interest rate swap
agreements to effectively fix the interest rates of variable

rate borrowings.

All derivatives, including foreign currency exchange
contracts, are recognized in the balance sheet at fair
value. Fair values for the Company’s derivative financial
instruments are based on quoted market prices of
comparable instruments or, if none are available, on
pricing models or formulas using current assumptions. On
the date the derivative contract is entered into, the
Company determines whether the derivative contract
should be designated as a hedge. For derivatives that are
designated as hedges, the Company further designates the
hedge as either a fair value or cash flow hedge. Changes in
the fair value of derivatives that are highly effective and
designated as fair value hedges are recorded in the consol-
idated statement of income along with the loss or gain on
the hedged asset or liability. Changes in the fair value of
derivatives that are highly effective and designated as
cash flow hedges are recorded in other comprehensive
income, until the underlying transactions occur, Any
realized gains or losses resulting from the cash flow
hedges are recognized together with the hedged
transaction in the consolidated statement of income. The
Company formally documents all relationships between
hedging instruments and hedged items, as well as its risk
management objective and strategy for undertaking
various hedging activities. This process includes linking all
derivatives that are designated as fair value or cash flow
hedges to specific assets and liabilities on the balance
sheet or to forecasted transactions. The Company also
formally assesses, both at the hedge’s inception and on an
ongoing basis, whether the derivatives that are used in




hedging transactions are highly effective in offsetting
changes in fair value or cash flows of hedged items. When
it is determined that a derivative is not highly effective as
a hedge or that it has ceased to be a highly effective
hedge, the Company discontinues hedge accounting
prospectively. At December 31, 2004 and 2003, all hedges

were determined to be effective.

Fair Value of Financial Instruments — Fair values of cash
equivalents and current accounts receivable and payable
approximate the carrying amounts because of their short-
term nature. Long-term debt carried on the Company’s
Consolidated Balance Sheets at December 31, 2004 and
2003 has a carrying value that approximates its estimated
fair value. The fair value is based on discounting future
cash flows using current interest rates adjusted for risk.
The fair value of short-term debt approximates its recorded
value because of its short-term nature.

New Accounting Pronouncements —In May 2003, the
EITF reached consensus on EITF Issue No. 03-04,
“Determining the Classification and Benefit Attribution
Method for a ‘Cash Balance’ Pension Plan,” to specifically
address the accounting for certain cash balance pension
plans. EITF 03-04 requires certain cash balance pension
plans to be accounted for as defined benefit plans. For cash
balance plans described in the consensus, the consensus
also requires the use of the traditional unit credit method
for purposes of measuring the benefit obligation and annual
cost of benefits earned as opposed to the projected unit
credit method. The Company has historically accounted for
its cash balance plan as a defined benefit plan; however, the
Company adopted the measurement provisions of EITF 03-04
as of December 31, 2003. The adoption of EITF 03-04
reduced pension expense in 2004 by $4.5.

In December 2004, the Financial Accounting Standards
Board issued SFAS No. 123 (Revised 2004), “Share-Based
Payment” (SFAS No. 123R). This pronouncement requires
all share-based payments to employees, including grants
of employee stock options, to be recognized in the

financial statements based on their fair values. The

Company is required to adopt SFAS No. 123R beginning
July 1, 2005. The adoption of this pronouncement is
expected to result in approximately $3 of incremental
stock compensation expense in 2005.

3. Acquisitions

In May 2004, the Company acquired 100% of the
outstanding shares of Encore Receivable Management, Inc.
(Encore), a Kansas-based provider of accounts receivable
management and collection services. This transaction
provides CMG entry into the accounts receivable manage-
ment market and the ability to expand its business process
outsourcing capabilities. The purchase price was $60. This
includes a $7.0 purchase price adjustment paid during the
third quarter of 2004, which was based on working capital
acquired. Up to $14 in additional earn-out payments is
possible based on future operating performance.

In May 2004, the Company also acquired 100% of the
outstanding shares of DigitalThink, Inc. (NASDAQ: DTHK),
a custom e-learning company (DigitalThink). DigitalThink's
solutions include consulting services, simulations,
customer online course development and a scalable
platform for on-demand course delivery. With this
acquisition, Convergys is able to provide-its clients
customized, on-demand courses; expand its capabilities in
the human resource business process outsourcing market
to meet the needs of large global organizations for full
service learning solutions including consulting and course
design, development, delivery and administration; and
support its employee care and customer care clients more
efficiently by accelerating the effectiveness of customer
support teams through on-the-job training for client
programs. Convergys paid approximately $131 for the
purchase, including transaction costs.

Additionally, in May 2004, the Company acquired 100% of
the outstanding shares of WhisperWire, Inc. (WhisperWire),
a provider of industry-specific sales effectiveness software.
WhisperWire's PowerSeller® software complements Convergys'
Infinys business support system for ordering, billing and

customer care for converged voice, data and video services.

Convergys Corporation 2004 Annual Report 51




Notes to Financial Statements (continued)

(Amounts in Millions Except Share and Per Share Amounts)

The acquisition enables Convergys to offer communication
providers a complete solution to drive more effectively
their sales process from lead-to-cash. In April 2004, the
Company acquired 100% of the outstanding shares of two
Singapore-based companies, Out-Smart.com Pte. Ltd. and
i-Benefits Pte. Ltd., in order to expand its outsourcing
capabilities. Both companies provide a range of human
resource and benefits services to companies in the Asian
Pacific region. The combined purchase price of these three

acquisitions was approximately $23.

In November 2004, the Company acquired Finali
Corporation (Finali) for approximately $25 in cash. Finali
is a contact center analytics firm that specialized in
customer-driven business transformation and addresses the
specific needs of the in-house contact center market.

The following is a summary of the preliminary purchase
price allocation related to the above acquisitions made by
the Company during 2004:

Total purchase price, less $16.3 in acquired cash. .. .. ..... $223.0

Allocation:
Accounts receivable and other current assets .. ........ $ 15.7
Tangible assets. . .. ... .. 13.7
Acquired software .. .. ... .. 12.5
Customer relationships. ... ... .. .. 26.1
Non-compete agreements. . .. ... ...l 2.6
Goodwill . ... ... .. 125.7
Deferred taxes assets (operating tax carryforwards) .. .. .. 63.0
Otherassets. .. ... . v s 0.3
Current liabilities .. ....... ... o i (26.4)
Deferred tax labilities. . .. ..... ... ... ... .. . ... (6.8)
DEDE v et e e e e (3.0)
Other liabilities. ... ...... ... ... ... .. ... ..., (0.4)

The Company assigned $121.0 and $4.7 of the goodwill to
CMG and IMG, respectively. In addition, the Company
expects that approximately $24 of the goodwill will be
deductible for income tax purposes.

On December 31, 2003, the Company acquired certain billing
and customer care assets from ALLTEL Communications Inc.,
a subsidiary of ALLTEL Corporation (ALLTEL), for $37.
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Additional earn-out payments up to $7.9 are possible based
on future performance. During the third quarter of 2004, the
Company paid $0.8 in earn-out payments to ALLTEL. As part
of the acquisition, Convergys began providing billing services
to more than 10.5 million additional wireless and wireline
subscribers, and added several new companies to its list of
billing clients including Cingular, Centennial Communications

and Commonwealth Telephone.

The following unaudited pro forma information summarizes
the combined results of operations of the Company and the
acquired businesses as though the acquisitions had
occurred at the beginning of each period.

Year Ended December 31,

2004 2003
Revenues . . ... ... uvun.. $2,529.7 $2,457.2
Netincome ............. ... ... 96.1 158.7
Diluted earnings per share ... ... ... $ 0.66 $ 107

In February 2003, the Company acquired Cygent, Inc.
(Cygent), a software provider of a Web-based customer,
order and service management platform for the communi-
cations industry. The purchase price was $3.5.

In July 2002, the Company purchased substantially all the
assets of iBasis Speech Solutions, Inc. (Speech Solutions), a
wholly owned subsidiary of iBasis, Inc., a provider of inter-
national Internet-based communication services. The
Company paid approximately $19. In early 2004, an addi-
tional earn-out payment of approximately $1 was made as a
result of Speech Solutions achieving certain revenue mile-
stones. The earn-out payment was treated as additional pur-
chase price consideration. Also in July 2002, the Company
purchased substantially all of the assets of TelesenskSCL
Limited (in receivership) (Telesens) for approximately $10.

4, Restructuring and Impairment

2004

In order to streamline its operations and cost structure
while strengthening its prospects for long-term growth,
the Company initiated a restructuring plan during the
fourth quarter of 2004 that is expected to affect approxi-




mately 600 professional and administrative employees
worldwide. This resulted in fourth quarter of 2004
severance charge of $36.7, $32.3 of which is cash related.
$3.3 of the charge reftects a non-cash charge resulting
from the modification and acceleration of equity-based
awards. The remaining $1.1 of the charge consists of
curtailment charges related to the Company’s supplemental
executive retirement plan and special termination benefit

charges related to the Company's postretirement plan.

The reduction in force is taking place through a combina-
tion of voluntary and involuntary separations. The sever-
ance benefits for the involuntary separations are being paid
pursuant to the Company's existing severance plans or
employment agreements. The voluntary separations were
substantially complete in 2004. The Company began the
involuntary separations in 2004 and expects them to be
substantially completed by the end of the second quarter
of 2005. As of December 31, 2004, the Company had
completed 80 of the headcount reductions and had paid
$5.4 of the expected $32.3 in cash severance costs.

Also in the fourth quarter of 2004, the Company reversed
$6.3 of its facility abandonment costs relating to the
fourth quarter of 2002 restructuring plan. The Company's
Laredo, Texas contact center is being reopened to support
a new, large, outsourcing agreement with a communica-
tions provider that was signed in December 2004.

As a result of the severance costs and facility cost reversal,
the Company recorded a net restructuring charge of $30.4
($21.0 after-tax) in the fourth quarter of 2004. The net
charge by segment was as follows:

IMG CMG Corp. Total
Severance costs ... .... $25.8 $5.4 $5.5 $36.7
Facility closure costs . . . . - (6.3) — (6.3)
Net Restructuring .. .... $25.8 ($0.9) $5.5 $30.4

2003 and 2002
The Company initiated a restructuring plan during the fourth
quarter of 2002 that included a reduction in headcount

affecting professional and administrative employees
worldwide and the consolidation or closure of certain
facilities. The restructuring plan resulted in charges of $26.0
related to severance, $49.5 of facility abandonment costs
associated with ongoing lease obligations and $6.7 of asset
impairment for the disposal of leasehold improvements and
equipment for the facilities that the Company had
abandoned by the end of 2002. In addition, the Company
recorded $12.7 in asset impairments, including $5.4 in
software originally capitalized pursuant to SFAS No. 86,
“Accounting for the Costs of Computer Software to Be Sold,
Leased, or Otherwise Marketed,” which the Company decided
to discontinue marketing. The remaining portion of the
$12.7 consisted principally of software intended for internal
use that was capitalized pursuant to SOP 98-1 that the
Company did not deploy. The impairment charge was based
on the carrying value of the software at the date of discon-
tinuance or disposal, as the net realizable value or proceeds
from disposal was $0.

The Company also recorded $12.8 of additional facility
abandonment costs associated with the contact centers
that were closed in connection with the restructuring plan
initiated by CMG during 2001. Based on its limited success
in subleasing these facilities and further consultation with
its real estate advisors, CMG revised its estimate related to
the proceeds it expects to receive through the sublease of
these facilities, which resulted in this additional restruc-
turing charge.

The facility abandonment component of the charge was
equal to the future costs associated with those abandoned
facilities, net of the proceeds from any probable future
sublease agreements. The Company used estimates, based
on consultation with real estate advisors, to arrive at the
proceeds from any future sublease agreements. The
Company will continue to evaluate its estimates in
recording the facilities abandonment charge. As a result,

there may be additional charges or reversals in the future.

Combined, these items reduced operating income, net
income and earnings per diluted share for 2002 by $107.7,
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$76.8 and $0.46, respectively. These charges reduced 2002
operating income for IMG and CMG by $53.6 and $46.3,
respectively, with the balance affecting Corporate. The
2002 restructuring and impairment charges included the
following components:

SEVEIANCE COSES . v ot it e e $ 26.0
Facility abandonment costs .. .......... ... ... ... 62.3
Asset impairment .. ..., ... ... 19.4

Total .. .. oo $107.7

During the fourth quarter of 2003, the Company reversed
$1.5 of facility abandonment costs due to such costs being
lower than originally anticipated. This was partially offset
by $0.5 in additional severance costs. These items
increased 2003 operating income, net income and earnings
per diluted share by $1.0, $0.6 and $0.00, respectively.

These actions are expected to result in cash costs of $82.0,
of which the Company had spent $49.4 through 2004
related principally to facility abandonment costs and
severance payments. These initiatives resulted in approxi-
mately 1,350 headcount reductions. The remaining $32.6
reflects facility abandonment costs, which will be paid

over several years until the leases expire.

Restructuring liability activity for the 2002 plan consisted
of the following:

2004 2003
Balance at January 1 .. ................. $59.2 $84.9
Charge (reversal) ............. . ........ (6.3) (1.0)
Severance payments . .. ... ... (4.6) (18.8)
Lease termination payments .............. (15.7) (8.4)
Other ... .. . — 2.5
Balance at December 31 ................. $32.6 $59.2

5. Goodwill and Other Intangible Assets

The Company 'is required to test goodwill for impairment
annually and :at other times if events have occurred or
circumstances exist that indicate the carrying value of good-
will may no longer be recoverable. The impairment test for
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goodwill involves a two-step process. The first step compares
the fair value of a reporting unit with its carrying amount,
including the goodwill atlocated to each reporting unit. If
the carrying amount is in excess of the fair value, the second
step requires the comparison of the implied fair value of the
reporting unit goodwill with the carrying amount of the
reporting unit goodwill. Any excess of the carrying value of
the reporting unit goodwill over the implied fair value of the
reporting unit goodwill will be recorded as an impairment
loss. Fair value of the reporting unit is determined using the
income approach. Under the income approach, value is
dependent on the present value of net cash flows to be
derived from the ownership. Based on the results of its first
step impairment tests performed during the three years
ended December 31, 2004, the Company had no goodwill
impairment related to its four reporting units: Information
Management International, Information Management North
America, Customer Care and Employee Care. Goodwill, net
increased to $855.0 at December 31, 2004 from $726.3 at
December 31, 2003, principally as a result of acquisitions
and currency translations adjustments.

As of December 31, 2004 and 2003, the Company’s other
intangible assets acquired through business combinations
consisted of the following:

Gross Carrying  Accumulated

Amount Amortization Net
2004:
Software (classified with
Property, Plant & Equipment) . ... $ 44.3 $(29.5) $14.8
Customer refationships
and other intangibles ....... .. 125.5 (67.5) 58.0
Total i $160.8  $(97.0)  $72.3

2003:

Software (classified with

Property, Plant & Equipment) . ... $ 31.7 $ (22.3) $ 9.4
Customer relationships

and other intangibtes ......... 96.8 {51.8) 45.0
Total ... $1285 5 (74.1) $54.4

The intangible assets are being amortized using the
following amortizable lives: two to seven years for




software and two to ten years for customer relationships
and other. The weighted average amortization period for
intangible assets is eight years (six years for software,
nine years for customer relationships and other).

Intangible amortization expense for the year ended
December 31, 2004 was $22.1. Estimated intangible
amortization expense for the four subsequent fiscal years
is as follows:

For the year ended 12/31/05 ... ... .. ... .. $21
For the year ended 12/31/06 . ... ... . ... ... ... ..... $10
For the year ended 12/31/07 .. ..... ... ... .. . ... $ 8
For the year ended 12/31/08 ... ... . ... ... $8
Thereafter .. ... . . $26

6. Income Taxes
The Company’s provision (benefit) for income taxes

consists of the following:
" Year Ended December 31,

2004 2003 2002

Current:
United States Federal ....... $32.0 $ 56.5 $ 80.1
Foreign .. ....... ... .... 8.6 (7.4) 22.5
State and local .. .. ........ 6.5 6.2 6.5
Total current . .. ........ 47.1 55.3 109.1
Deferred ... ... ... ... ... ... 14.8 44.7 (10.6)
Total ... ... ., $61.9 $100.0 $ 98.5

The Company’s combined pre-tax earnings (lasses) from
foreign subsidiaries were $26.1, (315.5) and $16.9 during
2004, 2003 and 2002, respectively.

The following is a reconciliation of the statutory federal
income tax rate with the effective tax rate for each year:

Year Ended December 31,

2004 2003 2002
U.S. federal statutory rate ....... 35.0% 35.0% 35.0%
State and local income taxes,
net of federal income tax benefit .. 0.6 2.6 1.3
Federal tax credits . . .. ......... (0.5) (1.8) (2.9)
Foreign rate differential and
valuation allowances . .......... (0.1) (1.0) 6.6
Other . ... ... .. .ciuv.n.. 0.7 2.0 0.3
Effectiverate . ............... 35.7% 36.8% 40.3%

The Company’s foreign tax rate differential for 2004 and
2003 included $3.8 (2.2%) and $2.0 (0.7%), respectively,
of benefit derived from tax holidays in the Philippines
and India. The tax holidays in the Philippines end
September 2007 and in India end in March 2009.

The components of deferred tax assets and liabilities are

as follows:
At December 31,
2004 2003
Deferred tax asset:
Loss & credit carryforwards . ..., .. ...... $141.6 $37.6
Pension and employee benefits . ......... 41,5 32.6
Restructuring charges ................ 15.9 24.6
Deferred revenue .. .. ... ... ... ... 13.2 8.1
Other. ... ... 3.0 7.4
Valuation allowance . . ... ............ (81.7) (37.6)
Total deferred tax asset ............. 133.5 72.7
Deferred tax liability:
Depreciation and amortization . ......... 49,2 61.5
Deferred implementation costs . ......... 34.8 6.3
Other comprehensive income .. .. ........ 12.6 5.4
Total deferred tax liability ........... 96.6 73.2
Net deferred tax asset (liability) ........ $ 36.9 $ (0.5)
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In 2004, the Company determined that the book value of the
deferred tax assets and common shares that were
contributed as ‘part of the Company’s 1998 spin-off from its
former parent was understated by $8.2. Accordingly, the
Consolidated Balance Sheet as of December 31, 2003 and the
Consolidated Statements of Shareholders” Equity for the years
ended December 31, 2003 and 2002 were adjusted to reflect
the $8.2 increase in deferred tax assets and common shares.

At December 31, 2004, the Company had the following
operating loss carryforwards:

Category Amount Expiration

Federal $206.7 Begin to expire in 2007 and can be utilized

through 2023.

State $343.2 $65.6 of which have no expiration date.
Remainder begins to expire in 2005 and can

be utitized through 2024.

Foreign $102.2 $93.6 of which have no expiration date.
Remainder begins to expire in 2007 and can

be utilized through 2014.

The $206.7 of federal aperating loss carryforwards, $143.6
of the state loss carryforwards and $2.0 of the foreign loss
carryforwards were acquired in connection with business
combinations. Utilization of the acquired federal and state
tax loss carrryforwards may be limited pursuant to
Section 382 of the Internal Revenue Code of 1986. Of the
$102.2 of foreign operating loss carryforwards, $56.8 will
be credited to additional paid in capital if realized. In
addition at December 31, 2004, the Company had a $34.1
federal capital loss carryforward, of which $27.6 expires in
2005, as well as $6.9 in state tax credits that expire in
2006 and 2007.

As of December 31, 2004, $30.9 of the valuation allowance
relates to operating loss carryforwards acquired in
connection with the business combinations made during
2004, Realization of these operating loss carryforwards will
be recorded as a reduction of goodwill. The remaining
increase in the valuation allowance was due to state and
foreign operating loss and tax credit carryforwards.

The Company has not provided for U.S. federal income taxes
or foreign withholding taxes on $88.1 of undistributed
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earnings of its foreign subsidiaries at December 31, 2004,
because such earnings are intended to be reinvested indef-
initely. It is not practicable to determine the amount of
applicable taxes that would be due if such were distributed.

The Company has not completed its evaluation of the
repatriation provision of the American Jobs Creation Act
and is not expected to complete the evaluation until the
end of 2005. The range of the income tax impact of such
repatriation cannot be reasonably estimated at this time.

The Company has filed or is in the process of filing federal,
state and foreign tax returns that are subject to audit by
the respective tax authorities. Although the ultimate
outcome is unknown, management believes that adequate
amounts have been provided for and any adjustments that
may result from tax return audits are not likely to have a
material, adverse effect on the Company’s results of
operations, financial condition or cash flows.

7. Debt

Debt consists of the following: At December 31
ecemper 31,

2004 2003
Commercial paper ............ ... ...... $ 30.0 $ 68.0
Senjfornotes . ... ... 248.7 —
Mortgage debt .............. .. ... ... 50.6 55.5
Other . ... . . 22.4 11.3
Totaldebt ....... ... ... ... ... ... ... 351.7 134.8
Less current maturities . .. .. ..., .. .. ... 49.5 76.0
Long-termdebt ... .. ... ... . L $302.2 $ 58.8
Weighted average interest rates:
Commercial paper .. ... .. ............. 1.6% 1.5%
Semiornotes . ... ... 3.7% —
Mortgage debt ... ... ... .. ... ... 2.7% 2.3%
Other ... . 6.4% 2.3%

At December 31, 2004, the Company's borrowing facilities
included a commercial paper program backed by a credit
facility with $325 in borrowing capacity that expires in
December 2007. As of December 31, 2004, the Company
had $30.0 in commercial paper and short-term notes




borrowed under this facility. Interest under the facility is
based on LIBOR adjusted for an index related to the
Company's credit ratings. The participating agents in the
credit facility include JPMorgan Chase Bank, Citicorp USA,
PNC Bank, Deutsche Bank AG and Wachovia Bank. The
Company’s credit facility includes certain restrictive
covenants including maintenance of interest coverage and
debt-to-capitalization ratios. The Company’s interest
coverage ratio, defined as the ratio of consolidated
earnings before interest, tax, depreciation and amorti-
zation (EBITDA) to consolidated interest expense cannot
be less than 4.00 to 1.00 for four consecutive guarters.
The Company’s debt-to-capitalization ratio cannot be
greater than 0.6 to 1.0 at any time. The Company was in
compliance with all covenants at December 31, 2004.

In December 2004, the Company issued $250.0 in 4.875%
unsecured senior notes due December 15, 2009. The notes
were offered and sold pursuant to the Company's universal
shelf registration statement, previously declared effective
in June 2003. Concurrently, the Company entered into an
interest rate swap agreement with a notional value of
$250.0, which the Company designated as a fair value
hedge. The purpose of the swap is to protect the notes
against changes in fair value due to changes in interest
rates. Under the terms of the interest rate swap, the
Company receives interest at a fixed rate of 4.875% and
pays interest at a variable rate based on LIBOR. The
maturity date of the interest rate swap is December 15,
2009. The carrying value of the notes has been adjusted to
reflect the fair value of the interest rate swap.

In November 2003, the Company borrowed $55.5 against a
10-year mortgage. Interest rates under the mortgage are
variable and based on LIBOR. The mortgage is secured by
the Company's corporate headquarters facility in downtown
Cincinnati, Ohio, which was purchased in October 2003.

Other debt of $22.4 and $11.3 at December 31, 2004 and
2003, respectively, consisted of capital leases and interna-

tional credit facilities.

At December 31, 2004, future minimum payments of the
Company’s debt arrangements are as follows:

2005 L e e $ 495
2006 « v e e 9.9
2007 . e 6.5
2008 L e e e 5.8
2000 L. e e 255.5
Thereafter ... ... i e 24.5
Total .o v e s $351.7

8. Sale of Receivables

The Company maintains a receivables purchase agreement
with two third-party financial institutions, Falcon Asset
Securitization Corporation and Fifth Third Bank, that
expires December 2005. As certain of the Company's
domestic customers generate accounts receivable, those
receivables are sold to Convergys Funding Corporation
(CFC), a wholly owned, consclidated subsidiary of the
Company. CFC then sells, on a revolving basis, an undivided
percentage interest in designated pools of accounts
receivable to the financial institutions.

The accounts receivable securitization agreement allows the
Company to receive up to $200 at a cost of funds linked to
commercial paper rates. The Company services and retains
an interest in the receivables sold under this agreement. The
Company's retained interest in the receivables sold is
measured at the time of sale and is based on the sales of
similar assets and classified with receivables.

At December 31, 2004 and 2003, the Company had sold
$100.0 and $175.0 of outstanding receivables, respec-
tively. The amounts sold are reflected as reductions of
accounts receivable in the Consolidated Balance Sheets as
of the respective dates. Increases and decreases in the
amount sold are reported as operating cash flows in the
Consolidated Statements of Cash Flows. The cost of the
program was $3.3 in 2004, $2.2 in 2003 and $1.1 in 2002.
This cost is based on the amount and timing of
outstanding sold receivables and is recorded as a
component of interest expense.
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9. Employee ‘Benefit Plans

Pensions

The Company sponsors a defined benefit pension plan,
which includes both a qualified and non-qualified portion,
for all eligible .employees (the cash balance plan). The
Company also sponsors a non-qualified, unfunded
executive deferred compensation plan and a supplemental,
non-qualified, unfunded plan for certain senior executives.
The pension benefit formula for the cash balance plan is
determined by a combination of compensation-based
credits and annual guaranteed interest credits. Benefits for
the executive deferred compensation plan are based on
employee deferrals, matching contributions and
investment earnings on participant accounts. Benefits for
the supplemental plan are based on age, years of service
and eligible pay. Funding of the cash balance plan has
been achieved through contributions made to a trust fund.
The contributions have been determined using the
aggregate cost imethod. The Company’s measurement date
for all plans is December 31. The projected unit credit cost
method is used for determining pension cost for financial
reporting purposes. As discussed in Note 2 under the
heading, “New Accounting Pronouncements,” 2004
pension costs for the cash balance plan were determined
based on the traditional unit credit cost method pursuant
to EITF 03-04.

Pension cost for the cash balance plan included the
following components:
Year Ended December 31,

2004 2003 2002

Service cost (benefits earned

during the period) . .......... $18.3 $18.2 $17.4
Interest cost on projected

benefit cbligation . ... ........ 9.8 11.1 9.9
Expected return on plan assets ... (18.5) (14.6) (17.9)
Amortization and deferrals—net . . 0.1 0.3 (3.0)
Pension cost ............... $ 9.7 $15.0 $ 6.4
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The following table sets forth the cash balance plan’s

funded status:
At December 31,

2004 2003

Change in benefit obligation:

Benefit obligation at beginning of year . ... $160.0 $167.5

Service cost .. ... ... 18.3 18.2
Interestcost .......... ... ... .. ... 9.8 11.1
Amendments ... .. ... . L Ll - 0.9
Actuarial (gain) loss . ................ 9.4 (18.2)
Benefitspaid . ...... ... .. ... .. .. ... (12.3) (19.5)
Benefit obligation at end of year. .. ...... $185.2 $160.0

Change in plan assets:

Fair value of plan assets

at beginning of year . .............. .. $181.3 $135.7
Actual return on plan assets .. .......... 139 34.3
Employer contribution . ............ ... 4.1 30.8
Benefits paid ....... ... ... ... ... ... (12.3) (19.5)
Fair value of plan assets at end of year . ... $187.0 $181.3
Funded status .. .................... $ 1.8 $ 213
Unrecognized transition asset ........... - (0.3)
Unrecognized prior service cost . . ........ 3.9 4.5
Unrecognized net loss . ............... 19.1 4.8
Prepaid benefit expense . . ... .......... $ 24.8 $ 30.3

Accumulated benefit obligation
atendofyear................ .. .... $185.2 $160.0

Estimated future benefit payments from the cash balance
plan for the following five years are as follows:

2008 L e $ 28.6
2006 Lo e e 16.4
2007 L e e 17.5
2008 e 18.4
2009 ... e 18.7
Thereafter ...... ... . .. 99.3
Total . .vo e e $198.9




Pension cost for the unfunded executive pension plans
included the following components:

Year Ended December 31,

2004 2003 2002
Service cost {benefits earned
during the period) ........... $ 4.8 $ 3.8 $ 4.0
Interest cost on projected
benefit obligation . .. ... ...... 5.0 4.2 5.5
Curtailment charge ........... 0.7 — —
Amortization and deferrals —net . . 1.4 0.3 2.8
Pensioncost ............... $11.9 $ 83 $ 123
Other comprehensive loss
(income) ...... ... ... ... $(11.6) § 15.2 —

The following table sets forth the unfunded executive

pension plans’ funded status:
At December 31,

2004 2003

Change in benefit obligation:

Benefit obligation at beginning of year .... $ 79.3 $ 63.5

SEIVICe €OSE .. v et s 4.8 3.8
Interestcost ........ .. .. oL, 5.0 4.2
Amendments . .. ... ..o 3.0 0.5
Actuarial loss . ........ ... oL 4.7 121
Curtailment charge . ................. (2.2) —
Benefits paid . ............. .. ... .. (4.5) (4.8)
Benefit obligation at end of year . . .. .. ... $ 90.1 $ 79.3
Funded status ... ... .. ...l $(90.1) $(79.3)
Unrecognized transition asset .. ......... — —
Unrecognized prior service cost .. .. .. .. .. 4.1 2.3
Unrecognized net loss . ............... 20.5 18.9
Accrued benefit expense .. ... .. ... ... $(65.5) $(58.1)

Accumulated benefit obligation

atendofyear........... ... ... ... $ 72.2 $ 755
Intangibleasset ........ .. ... . ... .. $ (3.2) $ (2.3)
Accumulated other comprehensive loss . . . . . $ (3.6) $(15.2)
Additional minimum pension liability . .. ... $ 6.8 $ 17.5

Estimated future benefit payments from the unfunded

executive plan for the following five years are as follows:

2005 e e e e e $ 7.5
2006 .0 e e e e e 7.5
2007 . e i e 7.4
2008 . i e e e 8.4
2008 L. e e e 7.0
Thereafter ... ... i 47.7
Total oo e e $85.5

The following rates were used in determining the benefit

obligations at December 31:
At December 31,

2004 2003
Discount rate — projected
benefit obligation .................... 5.25-5.75% 6.25%
Future compensation growth rate . .. ....... 4.75% 4.75%
Expected long-term rate of return
onplanassels . ..... ... il 9.00% 9.00%

The following rates were used in determining the pension
cost for all years ended December 31:

Year Ended December 31,

2004 2003 2002
Discount rate— projected
benefit obligation .. ... ....... 6.25% 6.75% 7.25%
Future compensation growth rate . . 4.75% 4,75% 4.75%
Expected long-term rate of return :
onplanassets .............. 9.00% 9.00% 9.00%

As of December 31, 2004 and 2003, plan assets for the
cash balance plan consisted of approximately 70% of
marketable equity and 30% of debt instruments, respec-
tively, which is consistent with the Company’s targeted
allocation. Plan assets for the cash balance plan included
$6.2 and $7.2 of Company common shares at December 31,
2004 and 2003. The Company’s expected long-term rate of
return was determined based on the asset mix of the plan,
past performance and other factors. The Company
contributed $4.1 and $30.8 in 2004 and 2003, respec-
tively, to fund its cash balance plan in order to satisfy its
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ERISA funding requirements in pension contributions. The
Company expects to make $0.4 in contributions in 2005.

Savings Plans

The Company sponsors defined contribution plans covering
substantially all employees. The Company’s contributions
to the plans are based on either matching a portion of the
employee contributions or a percentage of employee
earnings. Total Company contributions to the defined
contribution plans were $13.4, $12.1 and $12.7 for 2004,
2003 and 2002, respectively. Plans assets for these plans
included $62.3 and $70.2 of Company common shares at
December 31, 2004 and 2003.

Employee Postretirement Benefits
Other Than Pensions

The Company sponsors postretirement health and life
insurance plans for certain eligible employees. The
Company funds life insurance benefits of certain retirees
through a Voluntary Employee Benefit Association (VEBA)
trust. Contributions to the VEBA are subject to IRS
limitations developed using the aggregate cost method.
The Company’s postretirement benefit cost was $3.9, $2.7
and $2.4 for 2004, 2003 and 2002, respectively. The $3.9
recognized in 2004 includes $0.4 in special termination
benefits that resulted from the 2004 restructuring plan
disclosed in Note 4 of Notes to Financial Statements.

10. Common and Preferred Shares

During 2002, the Company repurchased 15.0 million
additional shares at a cost of $282.2, pursuant to Board
authorization.

On February 25, 2003, the Company's Board of Directors
authorized the repurchase of up to 10 million of its
common shares. On April 2, 2003, the Board of Directors
authorized the additional repurchase of up to 10 million of
its common shares. The Company repurchased 13.6 million
additional shares at a cost of $195.9 during 2003 pursuant

to these authorizations.

During 2004, the Company repurchased 1.9 million of its
common shares at a cost of $26.3 as a result of the above
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authorizations. The Company may repurchase 4.5 million
additional shares pursuant to these authorizations.

Shareholder Rights Plan

Under the Shareholder Rights Plan, a dividend of one
preferred share purchase right for each outstanding
common share was granted to shareholders of record at the
close of business on December 1, 1998. Under certain
conditions, each right entitles the holder to purchase one
one-hundredth of a Series A preferred share. The rights
cannot be exercised or transferred separately from common
shares, unless a person or group acquires 15% or more of
the Company’s outstanding commeon shares. The rights will
expire on December 1, 2008, unless earlier redeemed by

the Company.

Preferred Shares

The Company is authorized to issue up to 5 million
preferred shares, of which 4 million would have voting
rights. At December 31, 2004 and 2003, there were no
preferred shares outstanding.

11. Stock-Based Compensation Plans

At December 31, 2004, the Company had authorized
38 million common shares for issuance under the
Convergys Corporation 1998 Long-Term Incentive Plan
(Convergys LTIP), as amended on February 24, 2004. The
Convergys LTIP provides for the issuance of stock-based
awards to certain employees. Convergys accounts for its
stock-based compensation plan under the intrinsic value
method of accounting as defined by Accounting Principles
Board (APB) Opinion No. 25, “Accounting for Stock Issued
to Employees” and related interpretations.

Pursuant to the plan, the Company granted restricted stock
awards that generally vest over terms of three to five
years. During the restriction period, restricted stock
awards entitle the holder to all the rights of a holder of
common shares. Unvested shares are restricted as to
disposition and subject to forfeiture under certain circum-
stances. The Company also granted stock options with
exercise prices that are no less than market value of the




stock at the grant date, have a ten-year term and have
vesting terms of three to four years.

Since early 2004, the Company issued no stock options to
employees or directors. Instead, the Company began
granting certain employees and directors restricted stock
units. Unlike restricted stock awards discussed above, a
holder of restricted stock units is not entitled to dividend
and voting rights. Under the terms of the awards, the
restrictions lapse over a period of 3 to 6 years and, in
certain cases, are subject to performance measures. The
Company first granted 1.8 million restricted stock units in
April 2004. The amount of compensation expense
recognized for stock-based compensation was $19.2,
$10.7 and $14.1 in 2004, 2003 and 2002, respectively.

Presented below is a summary of Company stock option

activity:

Weighted

Average

Exercise
Shares in Thousands Shares Price
Options granted in 2002 .. ............... 3,982 $ 35.25
Options exercised in 2002 .. .............. (1,008) 7.40
Options forfeited in 2002 .. .............. (637) 31.49
Options outstanding at December 31, 2002 . ... 17,528 $ 27.70
Options exercisable at December 31, 2002 . ... 9,466 $ 21.26
Options granted in 2003 . .. ........ ... ... 5,385 $ 12.08
Options exercised in 2003 . .. .. .. .. . ...... (857) 7.47
Options forfeited in 2003 ................ (866) 26.61
Options outstanding at December 31, 2003 . ... 21,190 $ 24.59
Options exercisable at December 31, 2003 .. .. 13,123 $ 24.16
Options granted in 2004 . . . .............. 4 $19.12
Options exercised in 2004 .. .............. (771) 7.36
Options forfeited in 2004 . ............... (956) 27.15
Options outstanding at December 31, 2004 .. .. 19,467 $25.10
Options exercisable at December 31, 2004 . ... 15,226 $26.31

The following table summarizes the status of the Company
stock options outstanding and exercisable at December 31,
2004:

Shares in
Thousands Options Qutstanding Options Exercisabte

Weighted

Average  Weighted Weighted
Range of Remaining  Average Average
Exercise Contractual Exercise Exercise
Prices Shares Life Price  Shares  Price
$ 0.84t0% 9.64 ... 658 1.2 $ 5.64 658 $ 5.64
$11.55 to $11.56 ... 3,305 8.1 11.55 854 11.55
$12.01 to $15.00 ... 2,458 5.2 14.05 2,417 14.07
$15.02 to $17.62 ... 1,972 3.3 17.04 1,819 17.10
$17.81 to $22.22 ... 2,022 4.3 21.49 1,840 21.61
$24.75 to $29.32 ... 197 7.2 27.63 157 28.16
$29.53 to $29.54 ... 2,190 5.0 29.53 2,190 28.53
$29.78 to $36.49 ... 257 6.3 33.25 248 33.34
$36.67 to $36.68 ... 2,936 7.0 36.67 1,471 36.67
$37.12 to $52.53 ... 3,472 5.9 42.84 3,472 42.84
Total ... ... ... 19,467 5.7 $25.10 15,226 $26.31

The Company’s unvested restricted shares and restricted
share units as of December 31, 2004 were 2.9 million.

The weighted average fair value on the date of grant for
the Convergys options granted during 2004, 2003 and
2002 was $7.48, $5.00 and $13.73, respectively. Such
amounts were estimated using the Black-Scholes option
pricing model with the following weighted average

assumptions:
Year Ended December 31,
2004 2003 2002
Expected volatility ............ 45.7% 49.4% 42.5%
Risk free interestrate ... ....... 3.0% 2.9% 4.5%
Expected holding pericd, in years .. 4 4 4

12. Commitments and Contingencies
Commitments

The Company leases certain facilities and equipment used
in its operations under operating leases. Total rent expense
was $93.1, $111.5 and $116.0 in 2004, 2003 and 2002,

respectively.
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At December 31, 2004, the total minimum rental commit-

ments under non-cancelable operating leases are as follows:

2005 L $ 74.3
2006 . .. e 54.4
2007 L e e 36.4
2008 L e 27.1
2009 ... e e e 22.7
Thereafter . .. .. 51.3
Total ... e $266.2

The above amounts include obligations related to facilities
that were closed in conjunction with the 2002 restructuring
ptan as furtheridescribed in Note 4. Additionally, the above
amounts also include the Company’s obligations related to
its office complex in Orlando, Florida, which is leased from
Wachovia Development Corporation (Lessor), a wholly
owned subsidiary of Wachovia Corporation, under an
agreement that expires in June 2010. The Lessor acquired
the complex from an unaffiliated party for $65.0, its
appraised value, and began leasing it to the Company in
June 2003. The Lessor partially funded the purchase of the
office complex with the issuance of $55.0 in notes sold to
two non-affiliated institutional investors. The remaining
$10.0 was funded through a combination of bank debt and
equity. Under the lease agreement, the Company’s monthty
lease payments include a fixed and variable component.

Upon termination or expiration, the Company must either
purchase the property from the Lessor for $65.0 or arrange
to have the office complex sold to a third party. If the
office complex is sold to a third party for an amount less
than the $65.0 financed by the Lessor, the Company agreed
under a residual value guarantee to pay the Lessor up to
$55.0. If the office complex is sold to a third party for an
amount in excess of $65.0, the Company is entitled to
collect the excess. At the inception of the lease, the
Company recodnized a liability of approximately $5 for the
related residual value guarantee. The value of the guarantee
was determined by computing the estimated present value
of probability-weighted cash flows that might be expended
under the guarantee. The Company has recorded a liability
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for the fair value of the obligation with a corresponding
asset recorded as prepaid rent, which is being amortized as
rental expense over the lease term. The liability will remain
on the books until the end of the lease term.

Under the terms of the lease, the Company also provides
certain indemnities to the Lessor, including environmental
indemnities. Due to the nature of such potential
obligations, it is not possible to estimate the maximum
amount of such exposure nor the fair value. The Company
does not expect such amounts, if any, to be material.

The Company has concluded that it is not required to
consolidate the Lessor pursuant to Interpretation No. 46 as
the Company is not the primary beneficiary. Additionally,
the Company is not required to consolidate the office
complex and the related lease, as the lease does not qualify
as a variable interest entity.

At December 31, 2004, the Company had outstanding letters
of credit of approximately $19 related to performance and
payment guarantees. The Company believes that any
obligation that may arise will not be material.

The Company also has purchase commitments with two
telecommunications providers of $35.0, $31.7 and $15.0
in 2005, 2006 and 2007, respectively.

Contingencies

The Company is from time to time subject to claims and
administrative proceedings that are filed in the ordinary
course of business. The Company believes that the results
of any such claims or administrative proceedings, either
individually or in the aggregate, will not have a materially
adverse effect on the Company's financial condition.

In September 2002, the Company was named as an additional
defendant in an action filed with the Employment Tribunal in
Glasgow, Scotland, by 156 former employees of Telesens
against Telesens (in receivership) and the three individual
receivers (Receivers). Prior to the Company’s acquisition of
Telesens’ assets, the Receivers declared certain employees of
Telesens redundant and terminated their employment. The
claimants alleged that the dismissals were unlawful under




Scottish law and that the Company, as purchaser of the Telesens
business, is liable for the dismissals. In December 2004, the
Company and the claimants settled the claim. The impact of
this settlement did not have a material impact on the
Company's financial condition or results of operation.

From December 2003 through February 2004, six separate
lawsuits were filed in the Court of Common Pleas, Cuyahoga
County, Chio, against Cincinnati SMSA Limited Partnership
and other defendants. As disclosed in Note 2, Convergys is a
limited partner of Cincinnati SMSA Limited Partnership, with
a 45% ownership interest. Five of the suits were filed by
companies purporting to be resellers (the “Resellers Cases”),
while the sixth was filed by an individual consumer purporting
to represent a class of damaged consumers (the “Consumer
Case”). Each of the Reseller Cases seeks damages ranging from
$1 to $3 plus treble damages under Ohio law. The Consumer
Case seeks damages in excess of $60 and treble damages
under Chio law. All five of the Reseller Cases have been
dismissed. However, two of these dismissals are being
appealed. A motion to dismiss the Consumer Case is pending.

Pursuant to the partnership agreement, Convergys, as a
limited partner, has no right to direct or participate in the
defense of these actions, and, therefore, has no curmrent
ability to assess the merit of any claims made in these
actions or identify any possible loss that could result from
these claims against the partnership.

13. Additional Financial Information
At Decembery 31,

2004 2003
Property and equipment, net:

Land ... $ 17.0 § 184
Buildings ........... ... .. ... .. ... 128.0 108.4
Leasehold improvements .. ............ 154.2 132.7
Equipment ......... .. ... 538.1 459.6
Software . ... . ... ... 348.9 316.9
Construction in progress and other . ... ... 43.6 39.6

1,229.8 1,075.6
Less: Accumulated depreciation .. ....... (813.2) (711.8)

At December 31,

2004 2003
Payables and other current liabilities:

Accounts payable .. ... ... L $ 233 $ 29.2
Accrued taxes .. ........... il 68.7 33.2
Accrued payroll-related expenses . .. ... ... 119.4 100.9
Deferred compensation . .............. 57.4 67.2
Accrued expenses, other . . ..., ... ... 91.9 97.7
Restructuring and exit costs ... ......... 61.2 62.7
Deferred income taxes . ............... 9.3 —
Deferred revenue and government grants ...  96.7 75.8

$527.9 $466.7

Other Comprehensive Income (Loss)
At December 31,

2004 2003
Accumulated other comprehensive income:
Currency translation adjustments .. ....... $ 16.0 $ 7.2
Minimum pension ability,
net of tax of $1.3and $5.4 . ........ ... (2.4) (9.8)
Unrealized gain on hedging activities,
net of tax of $15.0 and $12.1 .. ... .. .. .. 24.5 18.3

$ 38.1 $ 15.7

Cellular Partnerships
Summarized financial information for the Cellular
Partnerships is as follows:

At December 31,

2004 2003 2002
Current assets . ............. $ 20.3 § 31.8 $ 35.0
Non-current assets ........... 185.0 195.2 216.3
Current liabilities ............ 25.2 18.6 41.0
Non-current liabilities . ........ 100.4 102.0 98.5

Year Ended December 31,

2004 2003 2002
Revenues . ................. $236.6 $ 213.0 $201.5
Operating income (loss) ... ..... 8.2 (24.0y 11 17.8

Net income (loss) .. .......... 4.5 (28.0) 11 14.2

$ 416.6 $ 363.8

(1 Includes a $22.0 loss related to the settlement of a lawsuit against Cincinnati
SMSA Limited Partnership during 2003.
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Notes to Financial Statements (continued)

(Amounts in Millions Except Share and Per Share Amounts)

14, Industry Segment and Geographic Operations
Industry Segment Information

The Company has two segments, which are identified by
service offerings. CMG provides outsourced customer care
and employee care services. IMG provides outsourced

billing and information services and software.

The Company does not allocate activities below the
operating income level to its reported segments. The

Company's business segment information is as follows:

Year Ended December 31,

2004 2003 2002
Revenues:
MG ... $1,739.2 $1,504.9 $1,397.5
IMG. ... 748.5 788.7 899.2
Less intersegment ......... —_ (4.8) (10.5)
$2,487.7 $2,288.8 $2,286.2
Depreciation:
MG ..o $ 763 $ 706 $ 720
IMG ..o 32,9 30.6 42.9
Corporate . .............. 9.9 7.7 7.8
$ 119.1 § 108.9 $ 1227
Amortization:
CMG .. o $ 114 $ 8.8 $ 8.7
IMG ..o 10.7 6.3 5.7

CMG ... $ 1314 $ 1793 § 1347
IMG .. 73.0 119.4 131.7
Corporate and other ... .. ... (18.9) (6.3) (13.1)

$ 1855 $ 2924 § 2533

MG ..o $  (09) 3 — § 453
IMG ... 25.8 — 53.6
Corporate andother . .. ... .. 5.5 (1.0 7.8

$ 304 § (1.0) § 1017

Year Ended December 31,

2004 2003 2002

Capital Expenditures:
CMG ... $ 728 § 511 § 428
IMG........ .. 44.0 25.6 34.0
Corporate and other ... ..... 39.4 97.1 14.0

$ 156.2 5 173.8 § 908

At December 31,

2004 2003
Total Assets:

CMG. . $1,242.2 $1,022.6
IMG. .. e 577.3 582.1
Corporate and other . ............... 388.6 205.5
$2,208.1 $1,810.2

Goodwill, Net:
CMG. .. o $ 677.2 § 5515
IMG. ... 177.8 174.8
$ 855.0 $ 726.3

Intersegment revenues are for services charged at rates

which approximate cost.

Geographic Operations
The following table presents certain geographic information

regarding the Company’s operations:

Year Ended December 31,

2004 2003 2002

Revenues:
North America . ........... $2,281.9 § 2,087.7 $2,119.5
Restof World . ........... 205.8 201.1 166.7

$2,487.7 $ 2,288.8 $2,286.2

At December 31,

2004 2003

Long-lived Assets:
North America . .............. . .... $1,234.2 $1,203.1
RestofWorld . ........ ... ... ..... 295.0 154.0
$1,529.2 $1,357.1
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Concentrations

Both of the Company’s segments derive significant
revenues from Cingular Wireless. Cingular Wireless acquired
AT&T Wireless on October 26, 2004. See further discussion
of AT&T Wireless under the Item 7, “Risks Relating to
Convergys and Its Business.”

Revenues from Cingular were 20.1%, 21.2% and 19.7% of the
Company’s consolidated revenues for 2004, 2003 and 2002,
respectively. Related accounts receivable from Cingular totaled
$84.8 and $90.9 at December 31, 2004 and 2003, respectively.

Revenues from AT&T were less than 10% of the Company’s con-
solidated revenues for 2004 and 2003. Revenues from AT&T
were 10.4% of the Company's consolidated revenues for 2002.

15. Earnings Per Share

The following is a reconciliation of the numerator and
denominator of the basic and diluted earnings per share
(EPS) computations:

Net Per Share

Shares in Millions Income Shares Amount
2004:
BasicEPS ............... .. $111.5 141.4 $0.79
Effect of dilutive securities:

Stock-based compensation

arrangements . .. ... .. ... - 4.0 0.02
Diluted EPS . ... ... ... ... $111.5 145.4 $0.77
2003:
BasicEPS ....... ... ... ... $ 1716 145.7 $1.18
Effect of dilutive securities:

Stock-based compensation

arrangements . ... ... .. ... - 341 0.03
Diluted EPS ... ... ... ... .. $ 171.6 148.8 $1.15
2002:
Basic€PS ... .. . ... $ 145.9 162.9 $0.90
Effect of dilutive securities:

Stock-based compensation

arrangements . ... .. ... - 3.2 0.02
Diluted EPS .. .. .. ... ... ... $ 145.9 166.1 $0.88

The diluted EPS calculation excludes the effect of
14.5 million, 13.7 million and 14.0 million outstanding

stock options for the years ended December 31, 2004, 2003
and 2002, respectively, because they are anti-dilutive.

16. Financial Instruments

The Company had a derivative liability of $1.3 related to
the $250.0 interest rate swap as of December 31, 2004.
The Company did not have interest rate swaps at
December 31, 2003.

The Company had derivative liabilities related to outstanding
forward exchange contracts and options maturing within 24
months, consisting primarily of Canadian dollar, Indian
rupee, Philippine peso, the British pound and euro contracts
with a notional value of $648.4 and $501.1 at December 31,
2004 and 2003, respectively. These derivatives were
classified as other current assets of $39.8 and $30.5 and
$39.9 and $29.6 other current liabilities of $1.7 and $0.9 at
December 31, 2004 and 2003, respectively. The Company
recorded deferred tax liabilities of $15.0 and $12.1 related to
these derivatives at December 31, 2004 and 2003. A total of
$24.5 and $18.3 of deferred gains, net of tax, on derivative
instruments in 2004 and 2003, respectively, were
accumulated in other comprehensive income and is expected
to be reclassified to earnings during the next 24 months.

17. Quarterly Financial Information (Unaudited)

1st 2nd 3rd 4th
Quarter Quarter  Quarter  Quarter Total

2004:
Revenues ... .. $573.9 $601.7 $639.9 $672.2 $2,487.7
Operating
income ....... $ 549 ¢ 46,2 § 536 $ 308 $ 1855
Net income .... $ 32.5 § 28.7 $ 30.1 $ 20.2 % 111.5
Earnings per share:
Basic .. .... $ 023 $ 020 $ 021 $ 014 $ 079
Diluted .... $ 0,22 $ 0.20 $ 0.21 $ 0.14 $ 0.77
2003:
Revenues . .. .. $560.64 $563.2 $570.7 $5945 § 2,288.8
Operating
income . ...... $ 685 $ 71.0 $ 742 $ 787 % 2924
Net income .... $ 349 § 428 § 455 § 484 § 1716
Earnings per share:
Basic ... ... $ 023 $ 029 $ 032 $ 034 § 1.18
Diluted .... $ 022 $ 029 $ 031 § 033 § 1.15
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Item 9., 9A. and 9B.

Item 9. Changes in and Disagreements
with Accountants on Accounting
and Financial Disclosure

No disagreements with accountants on any accounting or
financial disclosure or auditing scope or procedure

occurred during 2004.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls

and Procedures

The Company’s Chief Executive Officer and Chief Financial
Officer evaluated, together with other members of senior
management, the effectiveness of the Company's
“disclosure controls and procedures” (as defined in Rules
13a-15(e) and 15d-15(e} under the Sarbanes-Oxley Act) as
of the year ended December 31, 2004. Based on this
review, the Company’s Chief Executive Officer and Chief
Financial Officer have concluded that the Company’s
disclosure controls and procedures are effective to ensure
that information required to be disclosed by the Company
in the reports ithat it files or submits under the Act, as
amended, is accumulated and communicated to the
Company's management, including its Chief Executive
Officer and Chief Financial Officer, as appropriate, to allow
timely decisions regarding required disclosure, and are
effective to ensure that such information is recorded,
processed, summarized and reported within the time
periods specified in the SEC’s rules and forms.

Management’s Report on Internal Control
Over Financial Reporting

Convergys” management is also responsible for establishing
and maintaining adequate internal control over financial
reporting that is designed to produce reliable financial
statements in conformity with accounting principles
generally accepted in the United States. Management
assessed the effectiveness of the Company’s internal
control over financial reporting as of December 31, 2004.
In making this assessment, it used the criteria set forth by
the Committee of Sponsoring Organizations of the
Treadway Commission (COSO) in Internal Control—
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Integrated Framework. Based on its assessment,
management concluded that, as of December 31, 2004,
the Company’s internal control over financial reporting
is effective based on those criteria. The Company’s
independent registered accounting firm, Ernst & Young LLP,
has issued an audit report on management’s assessment of
the Company’s internal control over financial reporting,
This report appears on page 40.

Changes in Internal Control

In connection with its implementation of Sarbanes-Oxley
Section 404, the Company has made various improvements
to its system of internal control. However, there have been
no material changes in the Company's system of internal
control or in other factors that could materially affect, or
could reasonably be likely to materially affect, those con-
trols subsequent to the date of management’s evaluation
including any corrective actions with regard to material

deficiencies and weaknesses.

Item 9B. Other Information

None.




Part III and Part IV

Part III

Item 10. Directors and Officers
of the Registrant

The information required by Item 10 with respect to
directors, the Audit Committee of the Board of Directors,
Audit Committee financial experts, Code of Ethics and
Section 16 compliance is incorporated herein by reference to
the section of the Company's proxy statement relating to its
annual meeting of shareholders to be held on April 19, 2005.

Certain information concerning the executive officers of the
Company is contained on page 13 of this Form 10-K,

Item 11. Executive Compensation

The Executive Compensation section is incorporated herein
by reference to the Company’s proxy statement relating to its
annual meeting of shareholders to be held on April 19, 2005.

Item 12. Security Ownership
of Certain Beneficial Owners
and Management

The Share Ownership of Directors and Officers section is
incorporated herein by reference to the Company's proxy
statement relating to its annual meeting of shareholders to
be held on April 19, 2005.

Item 13. Certain Relationships
and Related Transactions

Not applicable.

Item 14. Principal Accounting Fees
and Services

The information required by Item 14 is incorporated by
reference to the Company’s proxy statement relating to its

annual meeting of shareholders to be held on April 19, 2005.

Part 1V

Item 15. Exhibits, Financial
Statement Schedule

Item 15(a)(1) and (2). List of
Financial Statements and Financial
Statement Schedule

The following consolidated financial statements of
Convergys are included in Item 8:

Page

(1) Consolidated Financial Statements:

Consolidated Statements of Income

and Comprehensive Income. ................... 42

Consolidated Balance Sheets. .................. 43

Consolidated Statements of Cash Flows.......... 44

Consolidated Statements of Shareholders’ Equity . . 45

Notes to Financial Statements ................. 46

Report of Independent Registered

Public Accounting Firm ....................... 41
(2) Financial Statement Schedule:

II—Valuation and Qualifying Accounts.......... 70

Financial statement schedules other than that listed above
have been omitted because the required information is not
required or applicable.

(3) Exhibits:

Exhibits identified in parenthesis below, on file with the
Securities and Exchange Commission (SEC), are incorpo-
rated herein by reference as exhibits hereto.

Exhibit Number

3.1 Amended Articles of Incorporation of the Company.
(Incorporated by reference to Exhibit 3.1 to Form 5-3
filed on August 10, 2000, File No. 333-43404.)

3.2 Regulations of the Company. (Incorporated by
reference to Exhibit 3.2 to Registration Statement
No. 333-53619.)

4 Rights Agreement dated November 30, 1998 between
Convergys Corporation and The Fifth Third Bank.
(Incorporated by reference to Exhibit 4.1 to Form 8-A
filed December 23, 1998, File No. 001-14379.)
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Part IV (continued)

10.1

10.2

10.3

10.4

10.5

10.6

10.8

Convergys Corporation 1998 Long-Term Incentive
Plan as amended effective as of February 24, 2004.
(Incorporated by reference to Appendix III of the
Company's proxy statement on Schedule 14A dated
March 12, 2004.)

Convergys Corporation Deferred Compensation and
LTIP Award Deferral Plan for Non-Employee Directors
as amended and restated effective February 24,
2004. (Incorporated by reference to Exhibit 10.24
to Form 10-Q filed on August 9, 2004.)

Convergys Corporation Executive Deferred Compen-
sation Plan as amended Gctober 29, 2001 and
February 24, 2004. (Incorporated by reference to
Exhibit 10.3 to the Company’s 2001 Annual Report
on Form 10-K and to Exhibit 10.25 to Form 10-Q
filed on August 9, 2004.)

Employment Agreement between the Company and
James F.10rr and December 16, 1998 Amendment to
Employment Agreement. (Incorporated by reference
to Exhibit 10.8 to the Company’'s 1998 Annual
Report on Form 10-K.)

Employment Agreement between the Company and
Steven G. Rolls and December 16, 1998 Amendment
to Employment Agreement. (Incorporated by
reference to Exhibit 10.10 to the Company's 1998
Annual Report on Form 10-K.)

Employment Agreement between the Company and
David F. Dougherty and December 16, 1998 Amend-
ment to Employment Agreement. (Incorporated by
reference to Exhibit 10.12 to the Company’s 1998
Annual Report on Form 10-K.)

Employment Agreement between the Company
and Earl C. Shanks. (Incorporated by reference to
Exhibit 10.10 to the Company’s 2003 Annual Report
on Form 10-K.)

Employment Agreement between the Company and
William H. Hawkins II. (Incorporated by reference to
Exhibit 10.10 to the Company’s 2003 Annual Report
on Form 10-K.)
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10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

Convergys Corporation Supplemental Executive
Retirement Plan as amended and restated effective
February 27, 2001 and subsequently amended
effective January 1, 2004.

Convergys Corporation Employee Stock Purchase
Plan. (Incorporated by reference to Appendix IV of
the Company's proxy statement on Schedule 14A
filed on March 12, 2004.)

$325,000,000 Three-Year Competitive Advance and
Revolving Credit Facility Agreement dated as of
December 21, 2004. (Incorporated by reference to
Form 8-K dated December 22, 2004.)

Convergys Corporation Retirement and Savings Plan.
(Incorporated by reference to Exhibit 4.2 to Form S-8
filed on July 19, 2002, File No. 333-96733.)

Participation Agreement between Convergys
Corporation, Various Guarantors and Wachovia
Development Corporation dated as of June 30,
2003. (Incorporated by reference to Exhibit 10.1 to
Form 10-Q filed on August 12, 2003.)

Amended and Restated Lease Agreement between
Wachovia Development Corporation and Convergys
Corporation as of June 30, 2003. (Incorporated
by reference to Exhibit 10.2 to Form 10-Q on
August 12, 2003.)

Security Agreement between Wachovia Develop-
ment Corporation and Wachovia Bank, National
Association and accepted and agreed to by
Convergys Corporation as of June 30, 2003. (Incor-
porated by reference to Exhibit 10.3 to Form 10-Q
on August 12, 2003.)

Assignment and Recharacterization Agreement
between Convergys Corporation, Wells Fargo Bank
Northwest, National Association, Bank of America,
N.A. (Incorporated by reference to Exhibit 10.4 to
Form 10-Q on August 12, 2003.)




10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

12

21

23

$55,500,000 Promissory Note with General Electric
Capital Assurance Company dated as of November 7,
2003. (Incorporated by reference to Exhibit 10.20
to the Company’s 2003 Annual Report of Form 10-K.)

Amended and Restated Receivables Purchase
Agreement dated as of November 20, 2003.
(Incorporated by reference to Exhibit 10.21 to
Form 10-K filed on March 5, 2004.)

Geneva Technology Limited Unapproved Share
Option Scheme 1998. (Incorporated by reference to
Exhibit 4.2 to Form S5-8 filed on August 7, 2001,
File No. 333-66992.)

Convergys Corporation Canadian Employee Share
Plan. (Incorporated by reference to Exhibit 4.2
to Form S-8 filed on December 29, 1999, File
No. 333-86137.)

$250,000,000 Senior Notes Underwriting Agree-
ment dated December 16, 2004. (Incorporated by
reference to Item 8.01 to Form 8-K filed on
December 22, 2004.)

Annual Executive Incentive Plan. (Incorporated by
reference to Exhibit 1 to Form 8-K filed on
February 24, 2005, File No. 001-14379.)

Form Time-Based Restricted Stock Unit Award
Agreement for Non-Employee Directors.

Form Time-Based Restricted Stock Unit Award
Agreement for Employees.

Form Performance-Based Restricted Stock Unit
Award Agreement.

Form Performance-Based Restricted Stock Unit

Award Agreement for Senior Executives.
Form Performance Unit Award Agreement.

Computation of Ratio of Earnings to Combined
Fixed Charges and Preferred Dividends.

Subsidiaries of the Company.

Consent of Ernst & Young LLP.

24

31.1

31.2

32.2

Powers of Attorney.

Certification by Chief Executive Officer of Periodic
Financial Reports Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification by Chief Financial Officer of Periodic
Financial Reports Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification by Chief Executive Officer of Periodic
Financial Reports Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.*

Certification by Chief Financial Officer of Periodic
Financial Reports Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.*

The Company will furnish, without charge, to a security

holder upon request, a copy of the documents, or the

portions thereof, which are incorporated by reference, and

will furnish any other exhibit at cost.

Item 15(b) and (c). Exhibits and
Financial Statement Schedule

The responses to these portions of Item 15 are submitted

as a separate section of this report.

*Filed with the Company’s 2004 Form 10-K on March 3, 2005 without exception.
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Convergys Corporation
Schedule II — Valuation and Qualifying Accounts
(Millions of Dollars)

CoL. A (oL B coL. ¢ CoL. D COL. E
Additions
(D (2)

Balance at Charged Balance

Beginning Charged to Other at End
Description of Period  to Expense Accounts Deductions of Period
Year 2004
Allowance for Doubtful Accounts. .. ........ $20.4 $ 1.6 - $ 4,10 $17.9
Deferred Tax Asset Valuation Allowance. .. ... $37.6 $11.41 $32.710 — $81.7
Restructuring Reserve ................... $62.7 $26.0 — $27.5 $61.2
Year 2003
Allowance for Doubtful Accounts. ... ....... $ 15.7 $ 8.1 — $ 3.40 $ 20.4
Deferred Tax Asset Valuation Allowance. ... .. $47.0 $ 2.6l — $12.004 $37.6
Restructuring Reserve .. ................. $91.7 $ (1.0) — $ 28.0 $62.7
Year 2002
Allowance for Doubtful Accounts. .......... $ 14.7 $10.9 — $ 9.9 $15.7
Deferred Tax Asset Valuation Allowance. . . ... $ 38.3 $ 14.7 o] $2.3 0] $ 8.3l $47.0
Restructuring Reserve .. ................. $19.6 $86.8 — $ 14.7 $91.7

la] Primarily includes amounts written off as uncollectible.

I Amounts relate to valuation allowances recorded for foreign operating and domestic capital loss carryforwards.

{9 Includes the reversal of valuation allowances related to operating and capital loss carryforwards that expired during 2002.

14 Includes the reversal of valuation allowances related to operating loss carryforwards and a 2003 IRS audit settlement of capital loss carryforwards.
lel Amounts relate to valuation allowances recorded for state and foreign operating loss and tax credit carryforwards.

1 Inctudes valuation allowances related to operating loss carryforwards acquired in connection with business combinations made during 2004,
as well as the impact of foreign currency translation adjustment.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

March 3, 2005

CONVERGYS CORPORATION
By /s/ Earl C. Shanks

Earl C. Shanks
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the date indicated.

Signature

Title Date

JAMES F. ORR*
James F. Orr

EARL C. SHANKS*
Earl €. Shanks

MICHAEL D. JONES*

Michael D. Jones

Z0E BAIRD*
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JOHN F. BARRETT*
John F. Barrett

DAVID B. DILLON*
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Eric C. Fast
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Joseph E. Gibbs

ROGER L. HOWE*

Roger L. Howe

STEVEN C. MASON*

Steven C. Mason

PHILIP A. ODEEN*
Philip A. Odeen

SIDNEY A. RIBEAU*
Sidney A. Ribeau

DAVID R, WHITWAM™*
David R. Whitwam

*By: /s/ Earl C. Shanks
Earl C. Shanks
as attarney-in-fact and as
Chief Financial Officer

Chairman of the Board; Principal Executive Officer;
President, Chief Executive Officer and Director
Principal Financial Officer; Chief Financial Officer
Principal Accounting Officer; Vice President and Controller
Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

March 3, 2005
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Certification

I, James F. Orr, President and Chief Executive Officer of
Convergys Corporation, certify that:

1. I have reviewed this annual report on Form 10-K of

Convergys Corporation;

2. Based on my knowledge, this report does not contain
any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made,
in light of the circumstances under which such
statements were made, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial statements, and
other financial information included in this report, fairly
present in all material respects the financial condition,
results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4, The registrant’s other certifying officers and I are
responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or
caused stch disclosure controls and procedures to be
designed under our supervision, to ensure that mate-
rial information relating to the registrant, including
its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the
period in which this report is being prepared;

b) Designed such internal control over financial report-
ing, or caused such internal control over financial
reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliabil-
ity of financial reporting and the preparation of
financial statements for external purposes in accor-
dance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclo-
sure controls and procedures and presented in this
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report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of
the period covered by this report based on such eval-
uation; and

d) Disclosed in this report any change in the regis-
trant's internal control over financial reporting that
occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth quarter in the case of
an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5) The registrant’s other certifying officers and I have

disclosed, based on our most recent evaluation of
internal control over financial reporting, to the regis-
trant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equiva-
lent function):

a) All significant deficiencies and material weaknesses in
the design or operation of internal control over finan-
cial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, sum-
marize and report financial information; and

b) Any fraud, whether or not material, that involves
management or other employees who have a signifi-
cant role in the registrant’s internal control over

financial reporting.

Date: March 3, 2005 /s/ James F. Orr

James F. Orr

President and Chief
Executive Officer




Certification

I, Earl C. Shanks, Chief Financial Officer of Convergys
Corporation, certify that:

1. I have reviewed this annual report on Form 10-K of
Convergys Corporation;

2. Based on my knowledge, this report does not contain
any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made,
in light of the circumstances under which such state-
ments were made, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements, and
other financial information included in this report, fairly
present in all material respects the financial condition,
vesults of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are
responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or
caused such disclosure controls and procedures to be
designed under our supervision, to ensure that mate-
rial information relating to the registrant, including
its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the
period in which this report is being prepared;

b) Designed such internal control over financial report-
ing, or caused such internal control over financial
reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliabil-
ity of financial reporting and the preparation of
financial statements for external purposes in accor-
dance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s
disclosure controls and procedures and presented in

this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the
end of the period covered by this report based on
such evaluation; and

d) Disclosed in this report any change in the registrant’s
internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the
registrant’s fourth guarter in the case of an annual
report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officers and I have

disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s
auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent function):

a) All significant deficiencies and material weaknesses in
the design or operation of internal control over finan-
cial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, sum-
marize and report financial information; and

b) Any fraud, whether or not material, that involves
management or other employees who have a signifi-
cant role in the registrant’s internal control over
financial reporting.

Date: March 3, 2005 /s/ Earl C. Shanks

Earl C. Shanks
Chief Financial Officer
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Annual CEQ Certification

(Section 303A.12(a))

As the Chief Executive Officer of Convergys Corporation,
and as required by Section 303A.12(a) of the New York
Stock Exchange Listed Company Manual, I hereby certify
that as of the date hereof I am not aware of any violation
by the Company of NYSE's Corporate Governance listing
standards, other than has been notified to the Exchange
pursuant to Section 303A.12(b) and disclosed as an
attachment hereto.

By: /s/ James F, Orr

James F. Orr
President and Chief Executive Officer
March 3, 2005
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Board of Directors

Zoé Baird 5
President Markle Foundation

John F, Barrett . % 5*
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President and
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Gibbs Investments LLC
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David F. Dougherty
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Management
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Earl C. Shanks
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Roger L. Howe t. 2 3"
Retired Chairman
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Mead Corporation
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The Reynolds and Reynolds
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President
Employee Care
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President
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President
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Chairman and

Chief Executive Officer
Whirlpool Corporation

Stephen L. Robertson
President

Information Management
Internationat

Larry S. Schwartz
Executive Vice President,
Global Information
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Locations

North America

World Headquarters
201 East Fourth Street
Cincinnati, Ohio 45202
+1.513.723.7000
+1.888.284.9900

United States

Arizona
Tucson

California
San Francisco
San Ramon

Colorado
Aurora
Denver
Pueblo

Connecticut
Woodbury

Florida

Ft. Lauderdale
Ft. Pierce
Jacksonville
Orlando
Tallahassee

Asia Pacific

Regional Office

30 Cecil Street

11-08 Prudential Tower
Singapore 049712
+65.6557.2277

Georgia
Atlanta
Valdosta
Woodstock

Idaho
Pocatello

Illinois
Chicago

Kansas
Lenexa
Olathe
Overland Park

Louisiana
Baton Rouge

Michigan
Troy

Missouri
St. Louis

Nebraska
Lincoln
Omaha

Australia
Melbourne
Sydney
China
Beijing
Hong Kong

Europe, Middle East, Africa

Regional Office

Cambourne Business Park

Building 1020
Cambourne, Cambridge
CB3 6DN

England, United Kingdom

+44.1223.705.000

Latin America

Regional Office
CENU - Torre Norte

Av. das Nagdes Unidas 12.901

34° andar

CEP: 04578-000
Sdo Paulo - SP
+55.11.5102.1800

Belgium
Brussels
Evere

England
Cambridge
Guitdford
London

Newcastle upon Tyne

Southampton

Argentina
Buenos Aires
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Nevada
Las Vegas

New Jersey
Morristown

North Carolina
Charlotte
Greenville
Jacksonville

Ohio
Cincinnati

Oklahoma
Oklahoma City

Pennsylvania
Dallas

Media
Wilkes-Barre

Tennessee
Chattanooga
Clarksville

India
Bangalore
Chennai
Hyderabad
Mumba
New Delhi
Pune

Indonesia
Jakarta

France
Paris

Germany
Frankfurt

Hungary
Budapest

Israel
Herzlia
Tel Aviv

Brazil

Brasilia

Rio de Janeiro
Sdo Paulo

Texas
Austin
Brownsville
Dallas
Houston
Irving
Killeen
Lubbock
Pharr

Utah

Cedar City
Logan

Ogden

Orem

Salt Lake City
Virginia
Reston
Washington
Seattle

Wisconsin
Appleton

Japan
Tokyo

Malaysia
Kuala Lumpur
Philippines
Alabang

Cebu City
Manila

Italy
Milano

The Netherlands
Amsterdam
Utrecht

Portugal
Lisbon

Russia
Moscow

Colombia
Medellin

Canada

Alberta
Edmonton
Lethbridge
Red Deer

British Columbia
Kamloops

Manitoba
Brandon
Winnipeg
Newfoundland
St. Johns

Nova Scotia
Digby

Halifax

New Glasgow
Truro

Ontario
Ottawa
Welland

Singapore

Sri Lanka
Colombo
Taiwan
Taipei

Thailand
Bangkok

Scotland
Edinburgh
Spain
Madrid

Switzerland
Geneva

Mexico
Mexico City

Locations include research and development sites,
client service centers, customer management centers,

data centers and sales offices.




Shareholder Information

Stock Prices Information

Convergys Corporation (NYSE: CVG) common shares
are listed on the New York Stock Exchange. As of
December 31, 2004, there were 14,391 shareholders.
The high, low, and closing share prices each quarter
are listed below.

1st 2nd 3rd 4th

Quarter  Quarter Quarter Quarter
2004
High ..... $19.96 $17.32 $15.38 $15.31
Low...... $14.73  $14.01 $12.30 $12.42
Close ... ... $15.20 $15.40 $13.43 $14.99
2003
High ..... $16.50 $18.38 $19.60 $20.80
Low...... $11.30 $12.75 $15.23 $13.71
Close .. . ... $13.20 $16.00 $18.34 $17.46

The Company did not declare any dividends in 2004 or 2003 and
does not anticipate doing so in the near future.

Annual Meeting

The Annual Meeting of Shareholders will be held at
11:30 a.m. on Tuesday, April 19, 2005, in Ballroom A
at the Northern Kentucky Convention Center,
One West RiverCenter Blvd., Covington, Kentucky.

Transfer Agent and Registrar
Computershare Investor Services, LLC
PO Box 2388

Chicago, IL 60690-2388

+1.888.294.8217
web.queries@computershare.com

Shareholder Services

Inquiries regarding stock transfers, lost certificates,
or address changes should be directed to
Computershare Investor Services, LLC.

Investor Relations
Inguiries from institutional investors, security analysts,
and portfolio managers should be directed to:

Taylor Greenwald

Director Investor Relations
Convergys Corporation

P.0. Box 1638

Cincinnati, Ohio 45201
+1.513.723.7000
+1.888.284.9900

E-mail: investor@convergys.com

Copies of Reports

If you would like to order additional copies of this
report, please call +1.888.284.9900 and ask for
Investor Relations. To view this report and investor
highlights online, or to order copies of our latest
filings with the U.S. Securities and Exchange
Commission, please visit the Investor Relations
section of our Web site:
www.convergys.com/investor. html

Convergys, the Convergys logo, Atlys, Catalys, Cygent, PowerSeller and
WIZARD are registered trademarks of Convergys Corporation. Geneva, Infinys
and Quadruple Play are trademarks of Convergys Corporation. All other
trademarks are the property of their respective owners.
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